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TUESDAY, JUNE 16, 1953 


or REPRESENTATIVES, 
Commirrizr ON BANKING AND CURRENCY, 
Washington, D.C. 

The committee met at 10 a. m., Hon. Henry O. Talle, presiding. 

Present: Messrs. Wolcott (chairman), Talle (presiding), Kilburn, 
McDonough, Betts, George, Mumma, MeVey, Merrill, Hiestand, 
Stringfellow, Spence, Brown, Patman, Rains, Multer, Deane, O’Brien, 
Addonizio, Dollinger, Bolling, Barrett, Hays, and O’Hara. 

Mr. TAue (presiding). The committee will come to order. 

The committee is meeting this morning in open hearings to hear 
witnesses on H. R. 5667, to amend the National Housing Act and other 
laws relating to housing. 

(The bill referred to is as follows:) 


[H. R. 5667, 88d Cong., Ist sess.] 
A BILL To amend the National Housing Act and other laws relating to housing 


Be it enacted by the Senate and House of Representatives of the United States of 
America in Congress assembled, That this Act may be cited as the “Housing 
Amendments of 1953”. 

Sec. 2. Section 205 (c) of the National Housing Act, as amended, is hereby 
amended to read as follows: 

“(¢) The Commissioner shall, except as to group accounts terminated as of a 
date prior to July 1, 1953, transfer from each of the several group accounts to the 
general reinsurance account, beginning as of July 1, 1953, and as of the beginning 
of each semiannual period thereafter, an amount which, in the case of the initial 
transfer, shall equal 10 per centum of the total premium charges theretofore 
credited to such group accounts, and, in the case of subsequent transfers, shall 
equal the amount of any adjusted premium charges collected by the Commissioner 
in connection with the payment in full of insured mortgages prior to maturity 
on or after July 1, 1953, and an amount which shall in no event be less than 10 
per centum nor more than 35 per centum of all other premium charges credited 
to such group accounts during the preceding semiannual period. The Commis- 
sioner shall terminate the insurance as to any group of mortgages (1) when he 
shall determine that the amounts to be distributed, as hereinafter set forth, to 
each mortgagee under an outstanding mortgage assigned to such group are 
sufficient to pay off the unpaid principal of each such mortgage, or (2) when all 
the outstanding mortgages in any group have been paid, in addition to the amounts 
transferred as herein provided, the Commissioner shall, upon such termination, 
charge to the group account the estimated losses arising from transactions relating 
to that group, and shall distribute to the mortgagees for the benefit and account 
of the mortgagors of the mortgages assigned to such group the balance remaining 
in such group account, less any amount by which such balance exceeds te aggre- 
gate scheduled annual premiums of such mortgagors to the year of termination 
of the insurance: Provided, That any undistributed balance in the group account 
at termination shall be transferred to the general reinsurance account. Any 
such distribution to mortgagees shall be made equitably and in accordance with 
sound actuarial and accounting practice: Provided, That in no event shall any 
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distribution to a mortgagor or for the account of a mortgagor under any provision 
of this section exceed his aggregate scheduled annual premiums to the year of 
termination of the insurance.” 

Sec. 3. The first sentence of section 213 (d) of the National Housing Act, as 
amended, is hereby amended by striking “4 per centum per annum”’ and inserting 
“46 per centum per annum, except that individual mortgages insured pursuant to 
this subsection covering the individual dwellings in the project may bear interest 
at not to exceed 5 per centum per annum,”’. 

Sec. 4. Section 217 of the National Housing Act, as amended, is hereby amended 
by striking out of the second proviso ‘$1,900,000,000” and _ inserting 
**$3,400,000,000’’. 

Sec. 5. Title V of the National Housing Act, as amended is hereby amended by 
adding at the end thereof the following new section: 

“Spc. 516. The following funds shall be deemed an indebtedness to the United 
States of the particular insurance fund involved, and the Commissioner is author- 
ized and directed to pay the amount of such indebtedness to the Secretary of 
the Treasury, with simple interest thereon from the date the funds were advanced 
to the date of final payment at a rate determined by the Secretary of the Treasury, 
taking into consideration the average rate on outstanding marketable obligations 
of the United States from the date the funds were advanced until the date of 
final payment: 

“(1) Funds made available to the Commissioner pursuant to the provisions 
of sections 4 and 202, exclusive of amounts heretofore refunded, (a) for 
carrying out title II with respect to mortgages insured under section 203 
where such funds were credited to the general reinsurance account in the 
Mutual Mortgage Insurance Fund pursuant to section 205 (b), and (b) for 
the payment of salaries and expenses with respect to mortgage insurance 
under sections 207 and 210 where such funds were credited to the Housing 
Insurance Fund. 

I aaa made available to the Commissioner pursuant to sections 602 
and 802. 

“Payments to the Secretary of the Treasury under this section shall be made 
in such amounts and at such times as the Commissioner determines, after consulta- 
tion with the Secretary of the Treasury, that funds are available for that purpose, 
taking into consideration the continued solvency of the funds involved. All 
payments made pursuant to this section shall be covered into the Treasury as 
miscellaneous receipts.” 

Sere. 6. (a) Seetion 803 (a) of the National Housing Act, as amended, is hereby 
amended by stiking “61953” and inserting ‘£1954”’. 

(b) The first sentence of the last paragraph of sections 803 (b) and 908 (b) of 
the National Housing Act, as amended, is hereby amended by striking out ‘4 
per centum”’ and inserting ‘44% per centum”’. 

Src. 7. Subparagraph (EF) of section 301 (a) (1) of the National Housing Act, 
as amended, is hereby amended— 

(1) by striking ‘‘unpaid priniepal balance thereof’’ and inserting “‘ principal 
amount to be paid therefor’; 

(2) by striking “aggregate amount” and inserting ‘“‘aggregate principal 
amount’’; and 

(3) by striking everything after the colon and inserting: 

“Provided, That the foregoing clause (2) shall not apply to (nor shall any terms 
therein include) any defense or disaster mortgages as defined in subparagraph 
(G): Provided further, That, in lieu of or in conjunction with the other requirements 
with respect to mortgages covered by the aforesaid clause (2), and also with respect 
to any defense or disaster mortgages as defined in subparagraph (G), the Asso- 
ciation may (in the diseretion of its Board of Directors, and notwithstanding the 
provisions of subparagraph (G)) issue a purchase contract (which shall not be 
assignable or transferable except with the consent of the Association) in an 
amount not exceeding the amount of the sale of mortgages purchased from the 
Association, entitling the holder thereof to sell to the Association mortgages in the 
amount of the contract, upon such terms and conditions as the Association may 
prescribe: And provided further, That the authority of the Association to issue 
purchase contracts hereunder shall expire July 1, 1954, and the aggregate amount 
of such purchase contracts issued shall not exceed $200,000,000; and’. 

Sec. 8. The first sentence of subparagraph (G) of section 301 (a) (1) of the 
National Housing Act, as amended, is hereby amended by striking 1953” and 
inserting ‘£1954’’, 
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Src. 9. Section 101 (a) of the Defense Housing and Community Facilities and 
Services Act of 1951, as amended, is hereby amended by striking ‘“‘, III, or IV” 
and inserting ‘‘or IIT’. 

Src. 10. Section 104 of the Defense Housing and Community Facilities and 
Services Act of 1951, as amended, is hereby amended to read as follows: 

“Src. 104. After June 30, 1953, (a) no construction of community facilities by 
the United States may be begun under title IIT of this Act and no agreement may 
be made to extend assistance for the provision of additional community facilities 
or services under that title (except as to assistance for which application was made 
ae to June 1, 1953), (b) no construction of housing may be begun under title 

II of this Act except temporary housing which is otherwise authorized there- 
under and required in connection with the operations and activities of the Atomic 
Energy Commission, (c) the Housing and Home Finance Administrator shall not 
authorize an additional number of dwelling units to be insured pursuant to title 
IX of the National Housing Act, and (d) no loan may be made or obligation 
purchased by the Housing and Home Finance Administrator under section 102a 
of the Housing Act of 1948, as amended (except pursuant to a commitment issued 
on or before June 30, 1953, or to refinance an existing loan or existing obligation 
held under such section by the Administrator on said date). After June 30, 1954, 
(a) no construction of housing may be begun under title ITT of this Act, and (b) 
no mortgage may be insured under title IX of the National Housing Act, except 
(i) pursuant to a commitment to insure issued on or before such date, or (ii) a 
mortgage given to refinance an existing mortgage insured under that title and 
which does not exceed the original principal amount and unexpired term of such 
existing mortgage.” 

Src. 11. Section 305 (c) of the Defense Housing and Community Facilities and 
Services Act of 1951, as amended, is hereby amended by striking ‘June 30, 1953’’ 
and inserting “June 30, 1954’’. 

Sec. 12. Title IV of the Defense Housing and Community Facilities and Ser- 
vices Act of 1951 is hereby repealed. 

Src. 13. Section 717 (c) of the Defense Production Act of 1950, as amended, is 
hereby amended by inserting the following new paragraph at the end thereof: 

“Notwithstanding any other provision of this Act, the termination of title VI 
or any section therof shall not be construed as affecting any obligation, condition, 
liability, or restriction arising out of any agreement heretofore entered into pur- 
suant to, or under the authority of, section 602 or section 605 of this Act, or any 
issuance thereunder, by any person or corporation and the Federal Government 
or any agency thereof relating to the provision of housing for defense workers or 
military personnel in an area designated as a critical defense housing area pursuant 
to law.” 

Src. 14. (a) The Home Owners’ Loan Corporation created pursuant to section 
4 of the Home Owners’ Loan Act of 1933, as amended (referred to in this section as 
the ‘“Corporation’’), shall cease to exist and shall for all purposes be considered 
dissolved and abolished, except as otherwise provided in this section, 180 days 
after the date the Home Loan Bank Board publishes in the Federal Register a 
notice to that effect, which shall also contain information as to the time for, and 
manner of, filing claims against the Corporation. The period of time prescribed 
for the filing of such claims shall be the ninety days immediately following the 
date of publication of the notice, and all creditors and claimants who have not 
presented their claims or demands within that period shall be forever barred from 
presenting or prosecuting the same, and any creditior or claimant who has not 
instituted suit within sixty days from the date his claim or demand is rejected by 
the Corporation shall be forever barred. 

(b) With respect to any action, suit, or other legal proceeding commenced 
against the Corporation prior to the date of its dissolution, the Corporation shall 
continue a body corporate for the purpose of defending such suit and for no 
other purpose, and service of subpena or other process in such proceeding may 
by made upon the Corporation by serving the same on the Secretary to the 
Home Loan Bank Board. 

(c) Effective as of the date of the dissolution of the Corporation, (1) the title 
to any and all real property remaining in the Corporation on such date is trans- 
ferred to the United States of America, (2) authority is given to the Home Loan 
Bank Board to sell and convey such property in the name of the United States 
of America for such cash consideration as such Board shall deem reasonable, 
and (3) all powers of the Corporation with respect to the execution of any instru- 
ments or documents affecting title to real estate or with respect to authoriz- 
ing satisfactions of judgments are transferred to such Board, Any such instru- 
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ments or documents executed by the Secretary or an Assistant Secretary to 
such Board on behalf of the Board shall be as effective as if the same had been 
executed by the Corporation prior to its dissolution. Subject to the approval 
of the Director of the Bureau of the Budget, such Board may transfer to any 
other department or agency of the United States, with the conset of such depart- 
ment or agency, all the powers and functions vested in such Board by this sub- 
section (c). All liens held by the Corporation upon real or personal property 
on account of judgments rendered in its favor, except judgments for mortgage 
debts which have been assigned by the Corporation, and all claims now held 
by the Corporation arising out of its mortgage or real estate operations, whether 
for rent or otherwise, are hereby released and discharged in full. 

(d) The authority to appropriate for any functions relating to the Corporation 
may continue to be exercised after its dissolution for the purpose of making 
appropriations to any department or agency carrying out the provisions of this 
section, 

Mr. Tauie (presiding). Our leadoff witness this morning is the 
head of the Housing and Home Finance Agency, Mr. Albert Cole, a 
member of this committee of recent vintage, and a very active one. 
Mr. Cole. 

Mr. Coie. Thank you, Mr. Chairman. I would suggest that, if 
agreeable to the chairman and the committee, I read my statement 
section by section, and then pause at the end of each section for dis- 
cussion. 

I suggest that because it will facilitate, probably, the discussion, 
sectlonwise, and assist us in answering your questions. 

Mr. Parman. With that in view, Mr. Chairman, where would he 
pause? Iam looking at his statement. 

Mr. Cote. I would pause at the end of each subheading, Mr. 
Patman. The first pause would be on page 7. 

Mr. Parman. That is all right with me, Mr. Chairman. 

Mr. Tauie (presiding). It is quite all right with the committee, 
Mr. Cole. You may proceed. 


STATEMENT OF ALBERT M. COLE, HOUSING AND HOME FINANCE 
ADMINISTRATOR 


Mr. Coin. Mr. Chairman and members of the committee, as you 
know, as a former member of your committee I became generally 
familiar with the various housing activities involved in major housing 
legislation. From the executive side, however, my first 3 months as 
Housing and Home Finance Administrator have been a revealing 
experience for me as an administrator engaged in the actual super- 
visory and operating responsibilities involved in these various housing 
activities. After even so brief experience, | have been impressed 
with the many aspects of the complex operations which make up our 
national housing program about which we need to learn, and to do, 
so much more. 

I can also assure the members of your committee, that while in 
this brief 3-month period I have not, by any means, mastered the 
details of these complex supervisory and operating responsibilities, 
I will try, within that limitation, to be of such assistance as I can to 
you in your consideration of the bill now before your committee. 
In order to avoid taking the time of the committee on some of the de- 
tailed provisions of the bill, I have furnished you with copies of a see- 
tion-by-section summary. 

First, proposed changes with respect to the FHA’s mutual mortgage 
insurance fund. The amendments of section 205 of the National Hous- 
ing Act, which would be made by the pending bill, represent an impor- 
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tant forward step in strengthening the resources, and improving the 
operations, in connection with the Federal Housing Administration’s 
basic insurance fund—the mutual mortgage insurance fund. I will try 
to explain to your committee, as briefly as possible, the nature of this 
insurance fund, the way in which it now operates under the present 
law, the changes which would be made by the pending bill, and the 
ways in which, in our best judgment, these changes would strengthen 
the resources and improve the operation of this fund. 

As you know, title II of the National Housing Act provides the basic 
authority for the regular, permanent mortgage insurance programs 
of the Federal Housing Administration. One- to four-family home 
mortgages insured under section 203 of this title are administered in 
connection with the mutual mortgage insurance fund, the first of the 
mortgage insurance funds created by the National Housing Act, as 
enacted in 1934. 

The fund consists of separate group accounts, and of the general 
reinsurance account. Depending upon the underwriting ratings and 
the maturities of the: insurance contracts, mortgages which are 
endorsed for insurance under section 203 in any calendar year are 
assigned to 1 of 10 possible group accounts which are established at the 
beginning of each calendar year. Each group account is credited with 
the fee and premium income from the morigages assigned to it, and is 
charged with the expenses and insurance losses incurred on account 
of those mortgages. 

The general reinsurance account is a secondary reserve to the 
individual group accounts, providing basic support for the insurance 
system and furnishing to the Federal Government its major protection 
against financial loss. Its purpose is to cover any deficits in individual 
group accounts whose resources are insufficient to meet their own 
expenses and insurance losses at maturity of the accounts. 

The general reinsurance account derives its resources from the 
individual group accounts. Under the present law, 10 percent of the 
premiums collected by a group account must be earmarked for transfer 
to the general reinsurance account at the maturity of the group account. 

The fund is mutual in the sense that mortgagors whose mortgages 
are assigned to a particular group account participate in a distribu- 
tive share of the funds of that group account. Participating shares 
are payable to mortgagors when a group account is terminated, 
Insurance for any group account is terminated when (1) the available 
amounts in the group account are sufficient to pay off the remaining 
unpaid principal and interest of each mortgage assigned to such group 
account or (2) when all outstanding mortgages in the group have been 
paid. 

Upon such termination, (a) the estimated losses arising from trans- 
actions relating to the particular group are charged to that account. 
(b) an amount equal to 10 percent of the total premium charges there- 
tofore credited to such group account is transferred to the general 
reinsurance account, and (c) the balance is paid out to the mortgagees 
for the benefit and account of the mortgagors. 

When the mutual mortgage insurance fund first was established 
almost 18 years ago, the FHA system of mortgage insurance was 
entirely new. We believe it is highly desirable that the resources of 
the fund should now be further strengthened, and its operations 
improved in the several ways provided in the pending bill. The bill 
would make these improvements by providing statutory authority 
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for increasing the resources of the general reinsurance account and by 
providing a more equitable basis for the distribution of participating 
shares to mortgagors through the following changes: 

First, the Federal Housing Commissioner would be authorized to 
establish a rate for the transfer to the general reinsurance account of 
not less than 10 percent nor more than 35 percent of the premiums 
collected hereafter by an individual group account. The section now 
provides for 10 percent to be so transferred at the maturity of the 
group account. If the general reinsurance account is to accumulate 
sufficient resources to cover future possible deficits among individual 

oup accounts, the rate for the transfer of premiums should, within 
imits, be flexible. 

With such flexibility, the Commissioner would have the authority 
to raise the present 10-percent transfer rate in order to increase the 
resources of the general reinsurance account. 

Second, the Commissioner would be required to transfer that portion 
of future premiums which is earmarked for the general reinsurance 
account semiannually after their receipt. With respect to past 
premiums, the rae se would provide for a transfer, as of July 1, 
1953, of 10 percent of the premiums theretofore credited to the group 
accounts. 

Section 205 now provides for the transfer to take place at the 
maturity of the group account. The proposed earlier periodic trans- 
fers of premiums would serve to increase the resources or the general 
reinsurance account not only by making these premiums available 
sooner, but also by crediting to the reinsurance account, rather than 
to the group accounts, the income from their investment. 

The average mortgage insured under section 203 has a maturity in 
excess of 20 vears. Thus, under the present law, there is a delay of 
many vears before funds earmarked for the general reinsurance ac- 
count are actually made available to it. 

Third, the Commissioner would be required to transfer to the gen- 
eral reinsurance account all premium charges which are collected on 
account of the prepayment of mortgages, instead of 10 percent of 
such charges as is now provided. At present, the balance of these 

repayment charges is retained in the individual group account and 

as become available for distribution to terminating mortgagors as 
part of their participating shares. This produces inequities between 
mortgagors terminating at different times in the history of an indi- 
vidual group account, because prepayment charges paid by mortga- 
gors terminating earlier are in part distributed, more or less as a 
windfall, to mortgagors terminating later. 

This factor, together with the fact that all income derived from the 
investment of fees and premiums is now credited to the group accounts, 
is largely responsible for the participating shares distributed to 
terminating mortgagors being often substantially in excess of the total 
insurance premiums paid by them. By transferring all the prepay- 
ment charges to the general reinsurance account, these inequities 
would be eliminated. The proposed transfer of the prepayment fees 
to the general reinsurance account would make them available for 
the benefit of the entire home-mortgage insurance system under section 
203 of the National Housing Act. 

Fourth, the Commissioner would be required under the provisions 
of the pending bill to limit the shares distributed to mortgagors so 
that they would never, under any circumstances, exceed the sum of 
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the premiums paid by them. Any amounts in excess of this proposed 
statutory limit would be transferred to the general reinsurance account 
at the maturity of the individual group account. 

In summary, then, it is our belief that these changes would serve to 
strengthen the mutual mortgage insurance fund by improving the 
mechanics for husbanding the fund’s resources; by furnishing addi- 
tional protection to the Federal Government against financial loss; 
and by providing a more equitable basis, as among mortgagors, for 
the distribution of participating shares. 

While this will, I hope, provide a general background for your 
committee’s consideration of these provisions of the pending bill, 
Commissioner Hollyday, who is here with me, has in his statement 
more specific information as to the operation of the fund. With your 
permission, Mr. Chairman, I think it would be helpful to your com- 
mittee if Commissioner Hollyday could present it to you at this 
point, and then we will submit to the questions on this section, Mr. 
Chairman. 

Mr. Parman. Mr. Chairman, I would like to ask Mr. Cole some 
questions before we hear from Mr. Hollyday. 

Now, I know it is bound to be interesting to people who are inter- 
ested in those details, as to now the fund actually operates, but I 
think the committee is probably interested in the overall policy more 
than in the details. 

Mr. Cote. Whatever the committee desires. 

Mr. Parman. I wanted to ask some questions about the overall 
policy. 

Mr. Tate (presiding). I am sure that is all right. You may 
proceed, Mr. Patman. 

Mr. Parman. Thank you, sir. 

Mr. Cole, is mortgage money available now? 

Mr. Cour. Yes. 

Mr. Parman. Is it restricted to certain areas, or is it available 
generally? 

Mr. Coir. Well, Mr. Patman, mortgage money is easier in some 
areas than in others. Now, if you are asking is mortgage money 
tight, I would say “Yes.” 

Mr. Parman. That contradicts your first statement, doesn’t it? 

Mr. Coie. Not at all, sir. You asked first if mortgage money 
was available, and the answer is ‘‘Yes.” 

Mr. Parman. In other words, tight mortgage money is available? 

Mr. Coxz. Well, it is tight when you can’t get it, and a lot of 
people are not finding it, sir, but many other people are finding it. 

Mr. Parman. Is it available in certain sections, you say, easier 
than in others? 

Mr. Coun. Yes; that is true. 

Mr. Parman. Where are the sections where there is no problem 
about it? 

Mr. Corr. Well, I don’t know whether I can say there is no 
problem in any section. That is, mortgage money is restricted in 
practically all sections. I would say, naturally, that the mortgage 
market is in a more liquid condition in the New England States 
than, shall we say, in the Southwest. 

Mr. Parman. I have some figures which were gotten up awhile 
ago, knowing that this subject was coming up, and [ notice here 
that in four States—New York, New Jersey, Pennsylvania, and 
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Massachusetts—the assets of the banks in those States aggregate 
about $84 billion, whereas the total assets of all the banks are about 
$213 billion, which is a little more than a third throughout the entire 
Nation. 

Now, the real-estate loans in those four States aggregate $13,770 
million, whereas the loans throughout the entire Nation aggregate 
only $27 billion. So that half of the loans are in those four States— 
New York, New Jersey, Pennsylvania, and Massachusetts. 

Then if we add Ohio and California onto that, in 6 States, 721 per- 
cent of the real-estate loans are in those 6 States. 

I don’t know whether that would be disturbing or not, but, after 

all, the fact remains that in those 6 States are 72's percent of all the 
real-estate loans. ‘That seems like a rather sizable sum. 
t Do you have any way—and I am sure you have—in your research 
department—of furnishing us a statement showing, by State, in the 
48 States, the amount of mortgage money potential, I call it, that 
might not be a correct phrase, but where it is possible to get mortgage 
money? 

What I mean by that, as either available through banks, first: 
No. 2, insuranee companies; No. 3, building and loan associations; 
No. 4, investment concerns; No. 5, other financial institutions hav- 
ing capital available for making loans for homes. 

You have that information; do you not? 

Mr. Coie. No, we do not, Mr. Patman. Frankly, I doubt if it 
could be supplied. The difficulty involved in it is this: Of course, 
statistically we could show the assets of the institutions which you 
have describea. That could be done. But it would be, in my opin- 
ion—and I am certainly not a statistician or an economist—very 
difficult to determine the portion of those assets, or the portion of 
those portfolios available for mortgage lending. 

» Mr. Parman. I yield to you on that point. I think you are right 
about that. But vou can at least show the potential, the total assets. 

Mr. Coie. That can be done. 

Mr. Parman. I wish you would break that down. 

Mr. Coir. Of those institutions you have mentioned? I don’t 
want to be put in the position that I would show all the assets avail- 
able for mortgages, because I don’t think it can be done. 

Mr. Parman. No, I think that would be putting too much of a 
burden on you, and you would almost have to look into the future. 

Mr. Cour. Yes, I think we understand. 

Mr. Parman. That is something we wouldn’t expect you to do and 
something you couldn’t do very well. 

Mr. Cour. Yes. 
Mr. Parman. But I would like you to get that up. 
(The data requested above is as follows:) 


ASSETS OF FINANCIAL INSTITUTIONS BY STATES 


This table presents the latest data available on assets of the four classes 
of institutional :nortgage lenders, according to the State in which the home office 
is located. In addition to the institutional lenders represented in this table, 
individuals and others, such as mortgage companies, fraternal organizations, 
and a few large investment syndicates, make mortgage loans. However, data 
are not available to show the assets of such miscellaneous lenders making mortgage 
loans by States. Individuals are by far the most important of the noninstitu- 
tional mortgage lenders, and data from the 1950 Census of Housing, volume IV, 
Residential Financing, indicated that the individuals making loans were most 
important in the western region of the country, where they held about 30 percent 
of the number of outstanding nonfarm residential property mortgages. They 
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were also relatively important in the north central region, where they held almost 
25 percent of the number of outstanding nonfarm residential property mortgages. 
In the southern and northeastern regions of the country, the comparable ratios 
were 21 percent and 18 percent, respectively. 

The assets of savings and loan associations are indicative of the resources for 
mortgage lending within the State from that class of lender since these associations 
generally confine their lending operations to local areas. The commercial banks 
also generally confine their mortgage lending to local areas, but their assets are 
indicative of resources for various lending purposes, primarily for business loans 
and only secondarily for mortgage loans. The life insurance companies and to 
a lesser extent the mutual savings banks operate on a national scale in mortgage 
lending, particularly the larger insurance companies and larger savings banks. 
Therefore, although the concentration of assets of insurance companies and mutual 
savings banks in particular States may indicate relatively greater ease in obtain- 
ing access to mortgage funds, the funds generally are also invested in mortgages 
in States in various parts of the country, other than the home office State. 


Number of institutions and total assets of different classes of lending institutions in 
the continental United States, by States 


[Amounts in thousands of dollars] 


All insured sav- 


| 
All operating | All operating finan aiid tan Legal reserve life 
commercial | mutualsavings | insurance com- 
yanks (as of | benks (esof (Dee. 3 panies (as of 
Home office State Dee. 31, 1952) Dee. 31, 1952) 1952 | Dee. 31, 1951) 


| | 
Num- | Amount of Nom-| Amount of |Num-| Amount of |Num-!| Amount 


ber | assets er | assets | ber assets | ber | of assets 

29 | 102, 646 10 187, 14 
4 | | 4 | 53, 838 2 | 4, 202 
California. 199 | 165 2, 134 5 
2] 72 | 1, 687, 454 
Delaware. __- 2} 112,259 
District of Columbia... 19} 1,: 
894 | 15, | 
481 | 3, 4 54, 404 
Louisiana. .............- 167 | 2 | 
180 | 5, 183 | 4, 105, 242 
Michigan............- 429 7, ( 
679 3, 1 | 207, 018 
New Hampshire | 75 | 
New Jersey. 312 | 
New | 51 | | 
New York 604 14, 771, 927 24 
North Dakota..............- 153 4 
Ohio Ser SS 651 287, 628 | 12 
4 68 24, 193 | 1 
940 | 12 
Rhode Island. 13 | 1 
South Carolina. 149 | 13 
South Dakota... 170 | 6 

117 | 2 259, 220 9 

553 | 3, 723, 039 | 4 17, 817 s 

Total, continental 
United States......-. 14, 046 hss, 536, 262 | 529 | 25, 300, 644 (3, 166 | 19,626,890 | 420 68, 155, 079 
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SOURCES AND NOTES 


Commercial banks and mutual savings banks.—Amount of assets—sources: 
Report No. 38 on commercial and mutual savings banks, December 31, 1952, 

ages 8-9, by Federal Deposit Insurance Corporation; Mutual Savings Banking, 

ebruary 1953, page 4, published by the National Association of Mutual Savings 
Banks. Number of institutions—above sources and Annual Report of the Fed- 
_ Deposit Insurance Corporation.for the Year Ended December 31, 1951, page 
Savings and loan associations.—Source: Annual Report of the Housing and 
Home Finance Ageney for Calendar Year 1952, pages 199-201. Data for all 
operating savings and loan associations for 1952 are not available vet, since many 
State supervisory bodies do not publish reports containing asscts data for those 
State-chartered savings and loan associations whose accounts are not insured by 
the Federal Savings and Loan Insurance Corporation until later in the vear. 
The above data are for all associations whose accounts are insured by the FSLIC, 
having approximately 87 percent of total assets of all operating savings and loan 
associations. 

Life insurance companies.—Source: Compiled from Best’s Life Insurance 
Reports, 1952 edition, Alfred M. Best Co., New York. Data as of end of 1952 
for individual companies not vet available. Life Insurance Association of Amer- 
ica, on basis of reports for 140 companies holding about 96 percent of assets, 
estimates total assets at end of 1952 at $73.2 billion, compared with an estimate 
of $68.3 billion for 1951. 

Mr. Parman. Now, we were told that if the interest rate on veterans 
loans was raised and if the FHA loan rate was raised, mortgage money 
would be available. Has it been available after the rates have been 
increased? 

Mr. Coxe. Well, I must be perfectly frank with you, that is has 
not been available to such an extent that it has opened up and made 
the market free, let me say. In other words, it hasn’t freed the 
market. 

Mr. Parman. It has been dissappointing, has it not, Mr. Cole? 

Mr. Cote. I think it is too early to say whether it is disappointing 
or not, Mr. Patman. The market had been frozen for such a long 
period of time, by reason of a number of factors. The readjustment 
of the market, in my opinion, cannot be accomplished overnight. 
And I think it is a little too early to tell what the real impact is. 

May I say to you, however, that many people have been disap- 
pointed in the fact that the rise in interest rates did not produce 
immediately an opening up of the market. Many people were dis- 
appointed in that, yes. I personally have never felt that either the 
rise in the interest rates was a complete answer to the tight money 
situation, nor have I felt the opening up of the market will be delayed 
unnecessarily. 

I am hoping that the market will find its proper channel, that it 
will come to normalcy within a reasonably short period of time, pro- 
vided that we in Government do not do things which would prevent 
it from doing so. 

Frankly, it is a guess on my part. 

Mr. Parman. Now, you are asking for one-half of 1 percent in- 
crease in this pending bill, are you not, on interest rates? 

Mr. Coxe. Well, Mr. Patman, yes, to permit interest rates under 
certain sections to be brought in line with present interest rates under 
other sections. 

Mr. Parman. Do you think that will bring out mortgage money 
and make more mortgage money available? 

Mr. Cote. It will help to do so for housing under the sections 
affected. It will bring the interest rates for these sections into proper 
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relation with those which are now in effect, and it would seem to me 
to be improper to do otherwise. While the impact of it may not 
be felt as importantly as you would like, or as I would like, vet I 
think if you do not permit these changes in interest rates a reverse 
effect would exist, namely, a deflationary or restrictive situation. 
The lower interest rates would discourage investment in this particular 
housing. 

Mr. Parman. If this one-half of 1 percent increase in interest rates 
is granted, that will give an increase in rates clear across the board. 
Then if money is not available, don’t you think money should be 
made available through FNMA? Don’t you think some money 
should be there so as to let these lenders know ‘“‘if you don’t get into 
this market, and if vou don’t buy these mortgages, we are going to do 
it through FNMA”? Don’t you think that would be a good shotgun 
in the corner? 

Mr. Coxe. It all depends on how the shotgun is used, Mr. Patman. 

Mr. Parman. Well, it would be used to shoot if they don’t do 
something. 

Mr. Cour. If the shotgun is fired in the air to frighten someone, 
and they run away, it won’t be helpful. If the shotgun is used to 
solve a problem by killing the bear, I will agree. 

Mr. Parman. Well, you see, you don’t grab the gun until you 
need it, and when you need it you use it. 

Mr. Coxe. I know, but some people use a shotgun who don’t 
know how to use it. 

Mr. Parman. I am not talking about that kind of a shotgun. 

Mr. Core. All right. 

Mr. Parman. I am talking about the old-fashioned shotgun in the 
right kind of a corner. 

Mr. Coxe. Allright. I will get away from the shotgun. 

Mr. Patman, I believe there is a proper place for FNMA in the 
present goveramental functions. [want to advise you that the Board 
of the Federal National Mortgage Association has been meeting 
constantly—and I mean constantly—and we have been discussing 
the problems of FNMA and its operations. 

I have been in contact with other people in the executive branch 
of the Government. 

Mr. Parman. Right now it is stymied, isn’t it? 

Mr. Coxe. Yes, for all practical purposes, except for military, de- 
fense, and disaster housing. 

We believe that there is a possibility that at some time Fannie 
May can assume its traditional role in the mortgage market. 1 think 
that is possible. We are looking forward to that opportunity. 

Now, this bill contains one step in that direction. That is, our pro- 
posal for the so-called one-for-one plan, which we will discuss later. 

It would be wrong for me to say that Fannie May, tomorrow, or 
the next day, or even a month from tomorrow, will reopen in a normal 
way and start buying and selling over the counter. That is aot 
contemplated until we feel that the mortgage market had so settled, 
has so found its nitch in the economic picture, that Fannie May will 
not be used as a shotgun to frighten away the money which would 
normally be available for mortgages, but will be used as a true second- 
ary market, 
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Now, that is our thinking. 

Mr. Parman. You expect to use Fannie May, if that point is 
reached. That is right, isn’t it? 

Mr. Coun. We certainly expect to try to use it. 

Mr. Parman. Well, you either use it or don’t use it. 

Mr. Coun. Yes, Mr. Patman, but I can’t say positively that we 
we will or won’t. It would be wrong for me to do so. 

Mr. Parman. In other words, after terms and conditions you have 
outlined have been met, where you say you will use “‘ Fannie May,” 
then you are still indefinite about it? 

Mr. Coxe. I have only been in the executive branch of the Gov- 
ernment about 3 months. I have learned one thing, and that is when 
I say something is going to be done in the future, and it must be done 
and we are going to do it, | find occasionally that it will not be done 
and isn’t done. 

Mr. Parman. I realize that. 

Mr. Couz. And I must protect the agency on that. 

Mr. Parman. I realize that; lam not trying to put you on the spot, 
but I do want some mortgage money available. 

Mr. Coun. So do I. 

Mr. Parman. How much would be available right now if you 
would be willing to unleash it? 

Mr. Coie. We have $180 million. 

Mr. Parman. Well, that wouldn’t be enough to go very far; would 
it? 

Mr. Corr. No. 

Mr. Parman. Well, are you asking for more money to be available? 

Mr. Cour. No. 

Mr. Parman. Well, don’t you think you should, if vou are going 
to carry out your policy there, so that when it gets to that nitch that 
you are talking about—— 

Mr. Coin. Mr. Patman, we are hoping that such plan as we 
develop, particularly in the immediate situation, will start the revolv- 
ing of the portfolio of Fannie May so that we may be able to refrain 
from asking for additional funds. I don’t know whether that can 
be done. 

Mr. Parman. Well, I will not pursue that further, but I wanted to 
ask vou about these down payments. 

Do vou have any idea of relaxing these down payments, or have 
you taken any step in that direction, Mr. Cole? 

Mr. Coun. Yes, I have taken a step in that direction. We have 
discussed it very thoroughly. We have conducted studies in this 
area. We have prepared a number of suggested ideas; we have 
talked about them among outselves, and discussed timing with 
respect to it. 

It is my judgment that the time is not now quite ripe for us to 
make that suggestion to the Congress. 

Mr. Parman. What has scared you off right now, Mr. Cole? 

Mr. Coun. Nothing has scared us off, Mr. Patman. The shotgun 
didn’t go off in that direction. 

After a great deal of thought about it, and a great deal of consider- 
ation of all the factors involved, including the actual setting down of 
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facts and figures and possible changes in maturities and down pay- 
ments, we came to the conclusion that these changes should not be 
proposed to the Congress at this time. 

Mr. Parman. Well, vou still haven’t given us a good reason, Mr. 
Cole. You can tell us your thinking, if you don’t mind. 

Mr. Core. Yes, I can tell you my personal thinking, and the 
agency’s thinking, Mr. Patman. 

We are in a situation, in this country now, where neither I nor 
anyone else is able to tell what the future may be. By that I mean, 
statistically, the starts for the first 5 months of this vear are above 
those for the first 5 months of last year. That would indicate that 
the building of homes for America is continuing at a satisfactorily 
progressive rate. 

Involved in those statistics, however, is one other statistic, which is 
rather a projection into the future, and a guess, but which indicates 
that for the month of May the starts are off slightly. 

Now, the question frankly becomes, No. 1, how many houses do we 
believe it important that we build in the United States during the 
next fiscal year. I personally believe we should have well above the 
1 million houses. I think it is proper and I think the market will 
sustain it. And I want to do everything that I can to see that that 
production is kept at that level or just above the 1 million. 

Mr. Parman. That is reassuring and I am glad to hear you express 
yourself on that. 

Mr. Cour. I believe it very affirmatively and think it can be done. 

Now, Mr. Patman, with that situation in the picture, and with 
many expert economists saying that the economic atmosphere today 
is one way—some think we are entering into a further inflationary 
period, some believe that we are leveling off and are going along on a 
so-called normal period, and others believe that our future has involved 
in it a bit of a downward trend—and, for my part, 1 do not see in the 
picture today a sufficient change, a sufficient change downward to 
indicate that we need to pump up the balloon and to start it upward 
immediately, and for that reason I have suggested that we withhold 
this legislation until the picture does become a little bit more firm, 
and then we will know where we are going. 

Now, you asked for my thinking on it, and to the best of my ability 
that is what I think. 

Mr. Parman. In other words, the question of inflation or deflation 
enters into it, in your thinking? 

Mr. Coxe. Very definitely. 

Mr. Parman. Now, about these starts. I think monetary policy 
is so slow in acting that this is not a good guide to go by, these first 
5 months, and I think you ought to be taking a jump of about 5 or 
6 months and seeing what might happen in view of other circumstances. 

Commitments are made, as you know, many months ahead. 

Mr. Cour. I am aware of that. 

Mr. Parman. Well, that is not exactly a perfect rule to go by, then. 

Furthermore, take interest rates. It takes a long time for them 
to have an effect, because of prior commitments. Last month, | 
guess, there were a billion dollars worth of bonds floated, corporate, 
municipal, and others, and interest rates were probably not so high 
because they got commitments before this high-interest policy was 
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effective. So that is not a good guide to go by necessarily, and I 
really believe, Mr. Cole, that you ought to consider, in view of all the 
circumstances, that you should prerty soon inaugurate a system of 
lower downpayments on these homes, because all over the country 
they are screaming about that. They can’t sell the homes, and 
people can’t buy them, because of the downpayments, and if the 
inflation part is what is worrying you, the Federal Reserve Board is 
of course charged with the duty of looking a little bit further down the 
road and around corners than any other group, with respect to inflation 
and deflation, and back on February 20 they reduced the margin 
requirements on stock-exchange transactions. 

That meant that they could go in and create money on the books 
of the banks to buy stocks. That is just about as infiationary a 
thing that you could do. That meant, I think that on February 20, 
the Federal Reserve Board said: 

We are now facing a deflationary condition and we can lower these marginal 
requirements on brokers’ loans. 

Furthermore, for years this committee remembers that they 
wouldn’t bring up a bill to build Federal Reserve bank buildings 
because they said it would be inflationary and using scarce materials 
in competition with others, and now all at once they have begun to 
insist on building a lot of fine buildings over the country. 

That certainly is an indication that the Board believes that we are 
facing a deflationary situation instead of inflationary, because, accord- 
ing to their own statements, they wouldn’t present that as long as 
inflation faced us. So the Federal Reserve Board has done those two 
things and others that I could enumerate, which indicate that the 
— believes that we are facing a deflationary situation for the long 

ull. 
' I know we have full employment, everything looks good, everybody 
is prosperous, all of us should feel fine, but when you look at some of 
the signs, things don’t look so good, and I think the Administrator 
should take that into consideration and kind of jump the gun on some 
of these things and make sure that we don’t have a flattening out and 
a deflationary situation in housing. 

Mr. Coie. Mr. Patman, I am keenly aware of the things you have 
mentioned. Particularly am I keenly aware of the fact that it does 
take a long time before a builder can turn the first spade of dirt in the 
construction of a house, from the time he first plans the house and gets 
his first mortgage. There is quite a lag. 

I am keenly aware of the fact that it does take time for the market 
to adjust itself to changing conditions. 

I am keenly aware of the fact that there is this difference of opinion 
about whether or not we are in an inflationary or leveling off period. 

May I say to you that we have taken steps which indicate that we 
are concerned about the situation. 

Mr. Hollyday removed, after consultation with me, the last vestiges 
of regulation X on mortgages, very soon after he was sworn in to office. 

Mr. Parman. I am glad he did it, but I thought we wrote some- 
thing into the law to require that. 

Mr. Cour. No, that was the Commissioner’s action. 

Secondly, we did raise the interest rate. Some people don’t agree 
that that was proper, but it was a step upon the Commissioner’s part- 
made by the Commissioner, to assist in this area. 
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Thirdly, we have in this bill, as I suggested, another step which has 
to do with Fannie May, with the so-called 1-for-1 plan. 

Now, none of these are a tremendous, great attack upon a problem. 
Frankly, they are steps. But Mr. Patman, from my point of view, I 
would rather get the facts and act upon the facts instead of acting 
upon fright. 

I think that it is very important that we move, in this period, 
progressively, and forwardly, rather than just completely take a 
jump over the precipice, as you perhaps may imply—TI am not sure 
that you do—or shall we say jump to the top of the mountain 
immediately. 

Mr. Parman. No, jump into something constructive. 

Mr. Coxe. I realize that my implication was not quite correct. 
If we were in a dangerous period, if we were in a period of great 
turmoil or great chaos, that calls for direct, vigorous, positive action 
of a broad nature and I just don’t see it in this atmosphere, but I do 
recognize the things you are talking about. 

Mr. Parman. Well, Mr. Cole, please keep in mind that money is 
awfully tight everywhere. 

Mr. Coxe. I am well aware of that. 

Mr. Parman. Interest rates are going up tremendously. 

Mr. Cour. I am aware of that. 

Mr. Parman. And that has preceded every depression in the past. 

Another good sign that has been unmistakable in the past are 
farm prices. Farm prices go down first. 

You know, in farm prices you see the reflection more quickly than 
in any other prices or price level. The wheat prices went down the 
limit yesterday. And with all these signs, then it occurs to me that 
you should certainly look just as far into the future as you can and 
take action just as quickly as possible to foreclose any possibility of 
disaster a few months from now. 

Mr. Coir. We assure you that we are looking at it and Mr. 
Hollyday is very aware of that and is constantly studying it. 

Mr. Parman. Thank you, Mr. Chairman. I won't take any more 
time. 

Mr. Coie. Mr. Chairman, we were proceeding to discuss the pro- 
posed changes with respect to the mutual mortgage insurance fund, 
and I would like to have Mr. Hollyday make his statement with 
respect to that. 

The Cuarrman. You may proceed, Mr. Hollyday. 


STATEMENT OF GUY T. 0. HOLLYDAY, FEDERAL HOUSING 
COMMISSIONER 


Mr. Houtypay. Mr. Chairman and gentlemen of the committee, 
I appreciate this opportunity to discuss briefly with you the portions 
of H. R. 5667 which relate to the operations of the Federal Housing 
Administration. 

Section 2 of the bill provides some important changes in the admin- 
istration of the Mutual Mortgage Insurance Fund which constitutes 
the insurance device for the principal FHA mortgage insurance pro- 
gram, the section 203 program for 1- to 4-family home mortgages. 
The primary purpose of the proposals in section 2 is to increase the 
protection of the United States Treasury by strengthening the general 
reinsurance account of the mutual mortgage insurance system. 
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You will recall that the mutual mortgage insurance system created 
by section 205 in the National Housing Act in 1934 provides for a 
series of individual group accounts and for a central insurance account 
called the general reinsurance account. Under present procedures, 
10 new group accounts are created each year, with each group con- 
taining mortgages insured in the same year, and having approximately 
equivalent risk characteristics. In all, 314 group accounts have been 
created, of which 205 are still in existence. 

Each group account constitutes an insurance vehicle for the loans 
assigned to it. It is credited with the fees and premiums collected for 
each mortgage in the group account and with the income from opera- 
tion and disposal of any properties transferred to the Commissioner 
as a result of claims under the insurance contracts for any of these 
mortgages, and it is charged for initiation and other expenses connected 
with the insurance of each mortgage in the group and for any expenses 
or losses connected with disposing of properties acquired. 

Because any group account having poor experience can have losses 
which exceed the assets of that group account, the National Housing 
Act provided also for a general reinsurance account whose function 
would be to absorb for any group account the losses in excess of assets 
of the group. Further protection to the imsured mortgagees was 
created by provision for the United States Treasury to retire at 
maturity any debentures issued under the MMI program which 
neither the respective group account not the general reinsurance 
account was able to retire. 

The general reinsurance account was initiated with a $10 million 
allocation from RFC and was authorized to receive from each group 
account upon termination of the group an amount equal to 10 percent 
of all premiums credited to that group account. This general rein- 
surance account also received and dispersed the allocations from 
RFC and the Treasury from 1934 to 1940 appropriated by the Con- 
gress to cover varying proportions of the administrative expenses of 
section 203 insuring operations. 

The prospective burden which the general reinsurance account may 
have to bear is determined by the total prospective deficits of all 
individual group accounts which would have inadequate resources for 
meeting msurance claims in the event of unfavorable experience for 
that group of mortgages. Such unfavorable experience, of course, 
will occur for those groups of mortgages insured recently before the 
onset of a depression. 

On the other hand, for any group account which passes that critical 
point at which the resources of the group are adequate to handle any 
prospective losses, the National Housing Act provides that the accu- 
mulation of resources of the group account which is in excess of losses 
and expenses of the group shall be returned to the mortgagees for the 
benefit of the mortgagors involved, subject only to the transfer to the 
general reinsurance account of 10 percent of all premiums credited to 
the group account. 

The unusually favorable mortgage experience which has prevailed 
for loans made since the bezinning of mortgage-insurance operations 
in 1935 has enabled virtually all group accounts within a few years 
to reach the point of being able to support their own losses, 

Principal exceptions to this rule have been groups to which loans 
of very short maturities have been assigned. For these kinds of 
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groups, the combination of administrative expenses and occasional 
losses has frequently resulted in charges against the general reinsurance 
account. The limited resources of the general reinsurance account 
have thus far been sufficient to absorb these slight losses. 

Now if FHA has been operating in a very fortunate atmosphere, 
so fortunate that at the end of 8 years the accounts that we have, the 
mortgages that are in that act, by the end of 8 years, have gotten ona 
profit basis, and from that time on the people paying in their mortgage- 
insurance fee have gotten back in dividends the full amount that they 
have been paying after 8 years. 

That very fortunate situation, as Mr. Patman has very ably 
pointed out, is something that we do not want to continue to count 
on 


Mr. Parman. Do you mean the mortgagors have been getting 
back the fees that they have paid? 

Mr. Houttypay. After 8 years; yes, sir. Credited to their account, 
that is, at the end of 8 years. 

Mr. Parman. The mortgagees? 

Mr. Houiypay. The mortgagee, for the benefit of the mortgagor; 
yes, sir. 

Mr. Mutter. The mortgagee gets that back. Did you say for 
the benefit of the mortgagor? 

Mr. Hotrypay. Yes, sir; unexpectedly to him, in nearly all cases, 
he gets a dividend, which after 8 years is equal to the amount of 
money that he pays in. At the time of prepayment, or at the dis- 
solution or termination of that particular fund. 

Mr. Murer. These payments are being made to the mortgagee 
in the first instance? 

Mr. Hottypay. Yes, sir. 

Mr. Frraparrick. Mr. Patman, they are applied to the reduction 
of the mortgage debt. That is what he meant when he said to the 
mortgagee for the benefit of the mortgagor. They are applied to 
the payment of his mortgage. 

Mr. Mutrer. They are applied in reduction of the principal of 
the debt. 

Mr. Firzpatrrick. That is right. 

Mr. Mutrer. As the money is paid back to the mortgagee. 

Mr. Houuypay. Yes, sir. I think it is as much of a surprise, 
really, to most of these people as it is to you. Here is something 
that they had not expected. And the reason we are trying to change 
the law is, we have paid back so much money to them that really 
ought to be set aside for the benefit and protection of the Treasury. 

Mr. Mutter. In other words, you are not building up a sufficient 
reserve as against the day when there may be trouble? 

Mr. Houtypay. Absolutely. 

Mr. Parman. That is a pretty good record for the Mutual, isn’t it? 

Mr. Houtypay. It is too good a record. 

* Mr. McDonovuau. Does the original contract provide that that be 
paid back to the mortgagee? 

Mr. Cour. No; there is no vested interest in it at all. 

Pr Mr. McDonoven. And is it usually credited against the balance 
due or is it paid in the form of check to the individual as his loan is 
paid off? 

, Mr. Coxe. A check to the mortgagor, I am informed. 
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anes McDonoven. A check to the mortgagor after the loan is paid 
off? 

Mr. Hotiypay. After the loan is paid off. 

Mr. McDonoveu. It is never credited to the balance before it is 
paid off? 

Mr. Houtypay. Our statistician, Mr. Thornton, says that it is pos- 
sible to answer that in the affirmative, but he knows of no instance 
where it has happened. 

Mr. McDonovucn. Where it has ever been credited? 

Mr. Hotuypay. Yes, sir. 

Mr. McDonovuau. But there are many instances where it has been 
paid off in cash? 

Mr. Hotiypay. Yes, sir. 

Mr. McDonoveu. And now you want to credit that to the fund? 

Mr. Houuypay. Yes, sir; that is a proposal that we have here, 
and I am going to pay part of it, not all. I have given a little bit of 
history, quite in line with what Mr. Patman has said, as to why we 
are making that proposal. 

And now I would like to give you an analysis of what it shows and 
why we are making the recommendation to the committee. 

Mr. Murer. I am still not quite clear about these rebates or 
repayments, 

Suppose the property has changed hands after the time of the 
making of the original loan and placement of the mortgage, and 
there is a new owner in control of the property; what happens to the 
refund that the mortgagee gets for the benefit of the mortgagor? 
Who gets it? 

Mr. Hottypay. Do you mind if I might be helpful to the committee, 
in oma of my halting replies, to let the statistician answer that di- 
rectly? 

Mr. Murer. It is perfectly all right. 

Mr. Hottypay. Mr. Multer, Mr. Thompson, our Comptroller, 
will answer the question. 

Mr. Mutrer. Will you give us a résumé of that situation, so that 
we can get it clearly before us? 

Mr. THompson. In answer to your question as to the change of 
ownership, the mortgagee of record at the time that the loan is paid 
in full, repaid in full, is entitled to any participating share in the 
group account. 

Mr. Murer. But the mortgagor of record is never changed? 

Mr. Tuompson. That is right. 

Mr. Murer. But if the mortgage is placed on the property and 
the loan is made, the mortgagor who owns the property at that time 
signs the mortgage and is the mortgagor of record. That never 
changes, unless the mortgage is refinanced. Now, if the property is 
sold, the title will change. Who gets the benefits of that repayment? 
If you are going to use the payment as a credit, you are reducing the 
principal, and the mortgagor and owner get the benefit. 

But if the property has changed hands, and there is a new owner, 
who has taken the property subject to the existing mertgage, and 
the mortgage has been paid off. ho gets the benefit of that rebate, 
or refund? Who is it paid to? 

Mr. Tuompson. Well, if there is an assumption of the mortgage, 
the mortgagor of record at the time that the loan is paid in full is 
entitled to that participation in payments. 
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Now, if there is a refinancing, and a new mortgage placed on the 
property, then at the time that the original loan was paid off, if there 
is any credit balance available in the group to which that mortgage 
was assigned, it is paid to that original mortgagor, at that time. 

The refinanced mortgage would be placed in another group, in 
the year in which it was endorsed for insurance, and might later be 
entitled to a share, at the time of repayment. 

Mr. Mutter. Let’s stick to the problem which confronts us most 
often in most of the States with which I am familiar. The property 
is mortgaged. The mortgage is recorded. Some time later it is 
sold. There is no assumption of the mortgage agreement, no re- 
financing, no new mortgage placed, but the property is sold subject 
to the existing mortgage. There is no change made in the mortgage 
except the new owner takes title to the property, collects the rent 
and makes his payments. 

In that case, what happens? Who gets the benefit of the refund? 

Mr. Bovarp. The owner of the property at the time the loan is 
paid off gets the participating share. You see, the National Housing 
Act defines the word ‘mortgagor’ to mean the original mortgagor 
or his successors in interest, and that, of course, means the successor 
to the title of the property. So that it is the owner of the property 
at the time the mortgage is paid off that is entitled to receive that. 
Presumably, when the original mortgagor sells the property, he can 
take that into consideration in the sale price. 

Mr. Mutter. Thank vou, sir. 

Mr. Mumma. Mr. Multer, wouldn’t that depend on the actual 
wording of the assignment of his rights and title to the property, 
that he get all the benefits? That would be in the assignment, 
wouldn’t it? 

Mr. Murer. Well, the deed would usually cover the title to the 
property. As Mr. Bovard indicated, it might or might not be taken 
into consideration in the making of the contract for the sale of the 
property before delivery of the title. 

You see we are dealing with two different things. The deed will 
cover the title and ordinarily does not refer to any refunds or rebates 
due under a mortgage. We are talking about a refund on the mort- 
gage. 

Mr. Mumma. Well, that is in the real estate, too. 

Mr. Mutrer. Certainly, he sells all his equity to the property. We 
are now talking about the right to recover some money under the 
mortgage. 

Mr. Deane. If the mortgage is in default, can this money be used 
to make payment on defaulted or a mortgage in arrears? 

Mr. Tuompson. If the mortgage is in default, if title is acquired by 
the mortgagee, then in that event there would be a participating 
share, but not in the event the property was tendered to the Commis- 
sioner and debentures issued by the Commissioner in settlement of the 
property. 

Mr. Deane. Is it possible for a borrower who finds himself in a 
slump and falls behind with payments to use any of this money to get 
over the hump? 

Mr. Houtypay. No, sir; he cannot. 
Mr. Deane. There is no such provision. 
Mr. THompson. No, sir. 
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Mr. Ratns. Mr. Chairman, I have 2 or 3 questions I would like to 
ask Mr. Cole. They may already have been covered, and I don’t 
know whether it is in line with this questioning or not. . 

The CuHarrman. We are taking up Mr. Cole’s statement section- 
by-section, and he is now up to page 6 of his statement. 

Mr. Hotiypay. Now I was just saying to the committee that we 
had had a rather favorable atmosphere for mortgage financing up to 
the present. 

Now, continuing, however, analysis of the property disposal ex- 
perience of FHA combined with assumptions as to FHA property 
acquisitions and loss experience in the event of a depression indicates 
clearly that the resources of the general reinsurance account would be 
inadequate to balance the losses of all of the individual group ac- 
counts which would have unfavorable experience in the event of a 
serious depression. 

For example, if a depression had started as of December 31, 1952, 
it is estimated that 55 of the 182 group accounts in existence at that 
time would be subject to expenses and losses in excess of the resources 
available to them throughout the life of the group accounts. 

The estimated contingent losses of these so-called deficit accounts 
would have aggregated $161 million. To offset these contingent 
losses, the general reinsurance account had available to it $83,700,000 
of assets including $41,994,095 contributed directly or indirectly by 
the United States Treasury. 

Part of this total consists of $28,900,000 of premiums held in indi- 
vidual group accounts and earmarked for transfer to the general 
reinsurance account upon termination of the individual group 
accounts, 

The difference of $77,399,716 constitutes the prospective liability 
of the United States Treasury for payment of MMI fund debentures 
which the MMI system would have issued but been unable if a 
depression had started at the beginning of this year. 

Comparable contingent burdens on the Treasury if a depression 
had started on those dates would have been $91,900,000 as of Decem- 
ber 31, 1951; $81,700,000 as of December 31, 1950; and $33,900,000 
as of December 31, 1949. The increase until 1951 and subsequent 
decline reflects the high level of insurance activity in 1950 and 1951 
and the smaller volume of 1952. 

In spite of these contingent burdens on the Treasury for support 
of the MMI system, the operation of that system as prescribed by the 
National Housing Act has resulted in payment of participation divi- 
dends to terminating mortgagors which have aggregated $42,878,000 
through December 31, 1952. An additional $63,975,000 at that date 
was reserved in individual group accounts for participation dividends 
to be paid in the future as outstanding mortgages in those group 
accounts are terminated. 

The anomaly of substantial dividends to mortgagors while the 
Treasury is exposed to appreciable contingent expense on account of 
the system is a consequence of inadequate provision for spreading the 
burden of contingent cyclical losses throughout the entire system of 
group accounts. The power to spread this burden of losses is now 
limited to the 10 percent of premium collections which is now ear- 
marked for eventual transfer to the general reinsurance account. 

To remedy this inadequacy of resources available to the general 
reinsurance account, an amendment of section 205 of the National 
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Housing Act is provided by section 2 of H. R. 5667. This amendment 
would make the following changes in the operation of the MMI 
system: 

1. The Commissioner would be empowered to allocate to the general 
reinsurance account up to 35 percent of insurance premiums collected 
in the future. The present provision for a 10-percent allocation would 
be retained as a minimum assessment. 

2. All adjusted premiums collected at the time of prepayment of 
individual mortgages would be allocated to the general remsurance 
account. An adjusted premium is now authorized in the event of 
prepayment at an amount not to exceed 1 percent of the face amount 
of the loan and not to exceed the total future premiums which would 
otherwise have been collected. 

3. Premium transfers to the general reinsurance account would be 
made semiannually instead of at time of termination of the group 
account. 

4. No terminating mortgagor would be permitted to receive a par- 
ticipation dividend which exceeds the total premiums collected with 
respect to his mortgage. 

The combination of these four provisions is believed sufficient for 
accumulating in the general reinsurance account the resources which 
will be necessary for sustaining the losses of individual group accounts 
while minimizing the risk of a contingent burden on the Treasury. 

That concludes that portion that would logically follow Mr. Cole’s 
statement, Mr. Chairman. 

The CuatrmMan. Do you wish to proceed, Mr. Cole? 

Mr. Cour. If there are no questions, Mr. Chairman, I will proceed. 


STATEMENT OF ALBERT M. COLE, HOUSING AND HOME FINANCE 
ADMINISTRATION—RESUMED 


Mr. Cote. Increase in general mortgage insurance authorization: 
The pending bill would provide for an increase of $1% billion in the 
FHA’s general insurance authorization for allocation, from time to 
time, by the President as needed for operations of the several FHA 
mortgage insurance programs. This is the amount carried in the 
budget for this year. In this connection, there are two matters 
which I wish to point out to your committee. 

First. The $1% billion increase in the general insurance authoriza- 
tion does not, as contemplated when this amount was included in 
the budget, provide for continuance of FHA’s mortgage insurance 
operations for the full fiscal year 1954—that is, through June 30 
next year. The best estimates indicate that this increase would 
probably be exhausted in April of next year. This is due principally 
to two factors. One, the budget estimates, of course, did not include 
amounts required in connection with the extensions of insurance 
authorizations for military housing or defense housing which are 
provided in the pending bill. Second, the budget estimates, which 
were made in December of last year, were based upon a smaller 
average mortgage amount than the average which has actually 
obtained in the balance of the current fiscal year, and which, it now 
appears, will probably obtain in the next fiscal year. We have pre- 
pared and furnished to the members of your committee a table, table 
1, showing the FHA requirements for the increase in the general 
insurance authorization. 

(The table referred to is as follows:) 
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TaBie I.—Requirements for FHA mortgage insurance authorization (estimated 
through June 30, 1954) 


Fiscal year 1953 (July 1, 1952, to June 30, 1953): Millions 
Charges against authorization, July 1, 1952: 

Insurance written or outstanding.__._.._........-.------ 15, 659. 5 
Commitments outstanding. 1, 925. 6 
Balance available for commitments, July 1, 1952 (including-——————- 
effects of allocations on Aug. 20, 1952)___.___.--_---- 3, 014. 9 
Recapture of authorization during year: 
Amortization and terminations of insured mortages__------ 760. 5 
Expiration of outstanding commitments__-_-_-___-_------ 1, 152. 2 
Total authorization available during year_.___._._-_---- 4, 927. 6 
Commitments issued during year____._..._._-...__._---_---- 4, 233. 5 
Fiscal year 1954 (July 1, 1953, to June 30, 1954): 
Net prospective authorization available July 1, 1953__.._..-_-- 694. 1 
Recapture of authorization during year: 
Amortization and terminations of insured mortgages 782. 9 
Expiration of outstanding commitments__-_._-_-_-_------ 904. 0 
Authorization available for release by the President____-_-___-- 540. 0 
Total authorization now prospective to June 30, 1954_______- 2, 831. 0 
Prospective commitments to be issued during year____.-_------ 4, 604. 4 


Prospective net requirements for additional authorization to June 

Mr. Coxe: Second. I wish to emphasize to your committee the 
desirability of this type of general insurance authorization in terms of 
economy and efficiency. Additional insurance authorization is re- 
quired to permit each of the FHA mortgage insurance programs to 
continue to operate. These programs include the section 8 modest 
home program for semirural and outlying urban areas, 1- and 4- 
family housing under section 203 and rental and cooperative housing 
under sections 207 and 213, military housing under title VIII, and a 
relatively small amount of defense housing under title IX. 

Under this type of general insurance authorization, which has been 
in effect since 1951, amounts can be released by the President, from 
time to time during the year, as required to meet the actual needs for 
each such program as they develop in the course of the year. Re- 
quests to the President for release of amounts of insurance authoriza- 
tion as needed are, of course, processed through the Bureau of the 
Budget, thus assuring continuous budgetary control by the Executive 
Office of the President throughout the fiscal year. In our judgment, 
this flexible arrangement for handling the necessary FHA insurance 
authorization also represents a much more efficient and economical 
means than would be the case if we were to try to provide separate, 
specific authorizations large enough to meet all reasonable contingen- 
cies in each of the programs. This general insurance authorization 
thus provides a practicable means of reducing the aggregate amount of 
the several separate authorizations which otherwise would be required, 
and of affording continuity of budgetary control. 

The Cuarrman. Are there questions on that section? If not, you 
may proceed, Mr. Cole. 

Mr. Cote. This is the section with respect to repayment of treasury 
investments in FHA. 
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As the members of your committee know, the initial capital re- 
quired to establish some of the FHA mortgage insurance funds was 
furnished by the Treasury, as also were some of the funds required 
during the early years, for administrative expenses. The pending 
bill would establish this as a debt of the FHA, to be repaid to the 
Treasury with simple interest thereon at the rate determined by 
the Secretary of the Treasury, as rapidly as this can be done without 
impairing the solvency of the several insurance funds involved. The 
ag sum to be thus repaid to the Treasury amounts to $56,164,000. 

he details as to this total are shown in the table, II, which we have 
prepared and furnished to the members of your committee. 

That concludes that section, Mr. Chairman. 

(The table referred to is as follows:) 


TaBLe II.—Treasury investment in FHA insurance funds 


} Simple interest at— 
Treasury investments to be repaid under sec. 4 of the housing Net Treasury — 
amendments of 1953 | investments | 134 percent to| 2 percent to 
| July 1,1953 | July 1, 1953 


Mutual mortgage insurance fund (sec. 203; 1-4 family houses): | | } 
| $10,000, 000 | $3, 312, 160 $3, 785, 326 

Total mutual morgage insurance fund___..-._-_____---. | 41, 994, 095 | 12, 918, 176 | 14, 763, 629 
Housing insurance fund ! (see. 207; multifamily rental hous- | | | 


ing): Salaries and expenses paid ___ oa wees | 4,170, 024 | 1, 064, 825 1, 216, 943 
War housing insurance fund (title VI): Establishment of | 

Military housing insurance fund (title VIII): Establishment | 


Total investments to be repaid_....__...___.-...-----._- 56, 164, 119 | 15, 373, 798 | 17, 570, 054 
| 


1 The housing-insurance fund was established by transfer of $1,000,000 from earnings of the mutual mort- 
age insurance fund. 


The Cuatrman. Are there questions on that section? 

Mr. Brown. Did you say the Secretary of the Treasury would 
determine the rate? 

Mr. Cote. Yes. Mr. Hollyday has an additional comment and 
an additional suggestion for amendment at this time. 

Mr. Houtiypay. I think the members of the committee might very 
well ask as to whether this provision, that the Administrator has just 
read, would enable the Federal Housing Administration to pay back, 
during the fiscal year 1954, all of the funds that had been previously 
advanced by the Treasury, and in order to accomplish that, I wanted 
to offer an amendment. 

In order that FHA may be able at the earliest possible time to repay to the 
United States Treasury all contributions to the various insurance funds, two 
additions to the present hill are necessary and I should like to recommend them 
for the consideration of the committee. 

The first addition will authorize the Commissioner to transfer moneys from 
one FHA insurance fund to another except for the Title I Insurance Fund and 
the Mutual Mortgage Insurance Fund. re 

The second addition will recognize the $1 million Treasury contribution to the 
Housing Investment Insurance Fund as an obligation to the Treasury in the 
same manner that all other insurance funds are being treated. Although this 
yield-insurance program has thus far had no activity, we would like a little more 
time to see whether or not it is a workable program before making a decision 
whether to recommend its appeal. 
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Mr. Coz. Do you wish me to read these specific recommenda- 
tions or give them to the reporter? 

The CuarrmMan. Give them to the clerk and we will take them up. 

(The information is as follows:) 

Amend H. R. 5667 by renumbering sections 5 through 14 to section through 6 
15, respectively, and inserting a new section 5 to read as follows: 

“Spc. 5. Title II of said Act, as amended, is hereby amended by adding at 
the end thereof the following new section: 

“Spec. 219. Notwithstanding limitations contained in any other sections of this 
Act as to the use of moneys credited to the Title I Housing Insurance Fund, the 
Housing Insurance Fund, the War Housing Insurance Fund, the Housing Invest- 
ment Insurance Fund, the Military Housing Insurance Fund, or the Defense Housing 
Insurance Fund, the Commissioner is hereby authorized to transfer funds from 
any one or more of such insurance funds to any other such fund in such amounts and 
at such times as the Commissioner may determine, taking into consideration the 
requirements of such funds, separately and jointly to carry out effectively the 
insurance programs for which such funds were established.” 

Further amend H. R. 5667 by striking line 21 on page 4 and inserting the 
following: 

“Pursuant to sections 602, 710, and 802.” 

Mr. Coin. That completes that section, Mr. Chairman. Shall 1 
proceed? 

Mr. Muurer. May I ask a question, Mr. Chairman? 

The CuarrmMan. Mr. Multer. 

Mr. Mutrer. Mr. Cole, you say the interest rate will be simple 
interest and the rate will be determined by the Secretary of the 
Treasury. 

Heretofore, the interest paid was at 1% percent and at 2 percent. 
If the Government is going to be borrowing money at the 314 percent 
and making it available to you, you will have to pay the higher rate; 
will you not? 

Mr. Cots. Not necessarily, Mr. Multer. 

Mr. Mutrer. You don’t mean the money is going to be borrowed 
at one rate and offered to you at a lower rate? 

Mr. Coun. L would answer that in this way: We are now suggesting 
that a debt be created which has not heretofore been assumed. In 
arriving at the amount of interest to be paid, this section would seem 
to follow the usual procedure of repayment of moneys advanced by 
the Treasury in a corporation such as this. 

Mr. Firzparrick. Mr. Multer, the language of the bill is that the 
interest rate is determined by the Secretary of the Treasury taking 
into account the rate on outstanding marketable obligations during 
the period when the funds had been made available. 

That is an indication to him that he should select a fair method of 
determining what the actual cost of the money to the Treasury was 
and fix it accordingly. It is simply a guide to him for that purpose 
and that has generally been the standard practice followed on fixing 
rates for funds borrowed by business type corporations. 

Mr. Murer. It necessarily follows, then, if you are going to be in 
position to place these mortgages at higher rates, and the Government 
is going to be paying a higher interest rate, that the Treasury will have 
to set a higher interest rate. 

Mr. Cote. The FHA does not acquire the mortgages, Mr. Multer. 

Mr. Frrzparrick. This doesn’t relate to the mortgages, Mr. Multer. 
It simply relates to the cost of the money to the Treasury which they 
initially advanced. 
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Mr. Mutrer. That is right. How can you say the Secretary of the 
Treasury is unfair if interest rates all round are going up, including 
the interest rate to the Government on the money it is borrowing. 

Mr. Coxe. Mr. Hollyday will comment on that. 

Mr. Hourypay. I think it would be helpful, Mr. Multer, if I ex- 
plained to you how we propose to give this money back. We would 
not sell any of the securities that we now have. We would pay back, 
out of income, the 65 million or more dollars, with interest depending 
on what,it would be, possibly up to $85 million. We would pay that 
out of current operations during the coming year. That statement 
had not been made and I thought you might want to hear it. 

Mr. Mutter. I understand that, but I am directing myself to the 
fact that you must also take into account now the Secretary of the 
Treasury may very properly and fairly say to you—I am not saying 
that he had a right to increase the rate or float any bonds at the higher 
interest rate, I am not getting into that discussion with you now— 
but having done so, and interest rates across the board having been 
raised, all across the country in every field, wherever interest is 
collected; with all of that before us, how can we possibly say to the 
Secretary of the Treasury “ You shouldn’t take more than 2 percent on 
the money we are going to return to you’’? 

Mr. Cots. That is because they were past advances, Mr. Multer. 

Mr. Mutrer. That is right. 

Mr. Corr. And the Treasury would take into account, of course, 
and properly so, I think, the going rate when they fix the rate of 
interest at the time of repayment. 

Mr. Mutter. I hope you win the argument. 

The CuHarrMan. It says the rate on outstanding marketable 
obligations of the United States. 

You may proceed, Mr. Cole. 

Mr. Coun. The next section is the section of the extension of the 
Maybank-Wherry Act military housing insurance and FNMA 
advance commitments therefor. 

The pending bill extends for 1 year—until June 30, 1954—the 
special authority of the FHA to insure mortgages on housing for 
military and civilian personnel assigned to duty at military installa- 
tions. This mortgage insurance program may, under the law, involve 
a sonewhat higher risk than the regular FHA rental housing mortgage 
insurance program. However, the title VIII housing must serve 
military installations which are certified by the Secretary of Defense 
as deemed to be a permanent part of the Military Establishment. 
This title also permits the FHA to insure mortgages on privately 
financed housing at installations of the Atomic Energy Commission. 
I understand that the Department of Defense and the Atomic Energy 
Commission will present to your committee the data bearing on their 
estimated needs in justification of this extension. The bill also 
extends for 1 year—to June 30, 1954, the authority of the Federal 
National Mortgage Association to make advance commitments to 
purchase FHA-insured mortgages on such housing. 

Mr. Rarys. I would like to ask a question on that section, Mr. 
Chairman. 

The Chairman. Mr. Rains. 

Mr. Rats. As I see it, Mr. Cole, this section, in this bill, does two 
things. First of all, it increases the interest rate to 4}4 percent; is 
that right? 
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Mr. Corn. Yes, on Wherry Act and defense rental housing. 

Mr. Rains. Did you consider having these houses, Wherry housing 
for military personnel, built altogether by private enterprise? 

Mr. Core. Mr. Rains, | think they are all built now by private 
enterprise. 

Mr. Rains. Not all of them, are they? 

Mr. Coie. Wherry Act? 

Mr. Rarns. I know some are built by the military. 

Mr. Coin. There are some houses built by the military but under 
the Maybank-Wherry Act they are all built by private entefprise. 

Mr. Rains. Have you seen a bill that I introduced as a part of the 
study we made in our committee last year, H. R. 3096, which would 
prevent a sponsor of Wherry Act housing for mortgaging out? 

Mr. Cour. Yes. 

Mr. Rains. What do you think of that bill? Do you think there 
ought to be such a provision written into this act? 

Mr. Coie. I don’t know. ‘Truthfully, Mr. Rains, I haven’t 
given it that much consideration, by reason of the fact that I didn’t 
expect that to come up here. I will be very glad to give the com- 
mittee a letter on that prior to your executive session. 

Mr. Rains. Don’t you think it would be fair and ought to be in 
the law, that there be some kind of a restriction to provide that a 
mortgagor on such a project would have to certify the actual cost of 
the physical improvements within 60 days after its offer and reduce 
the mortgage ‘by that amount? 

If vou will remember, we went into many places where the man who 
was doing the building was actually receiving more money from the 
Government than he had in the project, and you know that is known 
as mortgaging out. Don’t you think that ought to be stopped in 
this type of construction as well as in 608’s? 

Mr. Coun. Certainly. I would like to have Commissioner Holly- 
day comment on that. 

Mr. Honiypay. I certainly agree with that principle. I think 
everybody would. But the problem of checking bookkeeping to pre- 
vent such an error, it would seem to me, can be controlled—and I 
think in most cases definitely is controlled—by competitive bidding. 

Mr. Rats. Well, of course, on Wherry housing you have com- 
petitive bidding now. When we studied this last year in the commit- 
tee, there was some kind of a secret committee of the military letting 
these contracts, but later they changed that, and the bidding is now 
out in the open, that is true. But still, in many instances, I think 
you will find that it is not an error, but is deliberate conniving, whereby 
they receive more from the Government than they actually put 
into it. 

Mr. Coxe. A requirement for certifying costs is now in section 908. 

Mr. Rains. That particular section. 

Mr. Cote. Yes. 

‘ Mr. Rains. But that doesn’t have to do with military and Wherry 
ousing. 
Mr. Frrsparaick. That is rental housing under title TX. 

Mr. Rains. What do you think of adding it into Wherry housing? 

Mr. Coir. We are very much interested in preventing the practice 
which you have described, Mr. Rains, as we have indicated. 
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IT am not in a position to say that I can approve it, but I will say 
to you that I am very much in a position to do what I can to attain 
the objective in which you are interested, and we will present to the 
committee a formal approval or disapproval, or formal statement, 
prior to your consideration of this bill in executive session, if that is 
satisfactory. 

Mr. Rats. Those are all the questions I have as to that section. 

The CHatrman. Are there further questions? 

Mr. Rains. There is another question I would like to ask Mr. Cole 
and Mr. Hollyday. I want to talk about the warranty we talked so 
much about last year. I think I know your personal viewpoint on it, 
Mr. Cole. As we travelled over the country, | am sure vou will agree 
with me and tell the committee, we saw a great need for some type 


‘of warranty or some type of an agreement whereby both in the 


Servicemen’s Readjustment Act, and in FHA. Have you had time, 
since you have been in this high office, to which you have been 
appointed, to give that any further study? 

Mr. Coutz. | have given it further study, Mr. Rains, and I do 
agree with you that we should move in the direction of seeing to it 
that the builder complies with the specifications under which he secures 
an FHA commitment, and I want to go as far as possible to accomplish 
that objective. 

As you said, we saw, in various places throughout the country, 
many instances in which we felt that the builder did not comply, or 
did not follow through with all of the plans and specifications, and we 
were at a loss as to how we could attack that problem, not only in 
VA-guaranteed homes, but in FHA-insured homes. 

Now, there is a real problem with which I know you are familiar, 
as to the actual regulation or actual language which would accomplish 
that, and at the same time not place the builders in a shackle or in a 
regimented position so that they would be unable to comply with 
that regulation or statute. 

One other thing, it would tend, possibly, to raise the costs. 

Now, with those two objections out of the way, assuming we could 
meet those objections, I certainly would look forward to further 
study on it. I can’t approve the bill today, but I would look forward 
to further careful study on it, because I am interested in the objective, 
which I know Congressman Rains has been deeply concerned about. 

Mr. Rains. Many of the buildings insured by FHA and VA, that 
we saw over the country, had discrepancies in the buildings, or per- 
haps faulty construction, that probably a thousand dollars would 
have covered the injury which the bidder received. 

What would you think of the idea that a purchaser, under VA or 
FHA, could pay some small amount, and that you set up within 
FHA, say, an insurance fund for $1,000 whereby he could purchase 
that type of insurance against faulty construction. Is that feasible? 

Mr. Cote. I would like to have Mr. Hollyday comment on that. 

Mr. Houtiypay. Well, I think I want to be fair, and if I said that 
I would like to give that further study, it would not be fair, because 
I am very firmly convinced that the cure would be much worse thar 
the disease. 

Mr. Rains. Why? 

Mr. Hottypay. Well, we have some 450 to 500 Nov 
in your tour of the country, you saw where some of those men ha: 
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made a mistake. Several of those mistakes, I think very definitely, 
can be traced to the failure of having sufficient funds to have enough 
inspectors to see that the work was properly done. That situation 
didn’t exist for long, but the combination of normal human mistakes 
and lack of inspectors was bound to result in a certain number of 
shoddy dwellings-—-not many. 

Looking at the records, I find that there are very few comparatively, 
when you think of the hundreds of thousands of houses that have been 
handled through FHA. There is a remarkably few number, to my 
way of thinking, of such cases. 

1 think this is very important. The insured-mortgage portfolio— 
and | am speaking of both FHA and VA now—together, operate on 
only less than 50 percent of the building in the country, and if you 
make it much more difficult for them to operate under the insured 
portfolios, you force them into that larger field where there is no 
protection whatever for the buyer other than the inspection of the 
communities. 

Mr. Rains. Well, Mr. Hollyday, this is the simple truth about it. 
I, of course, know and you know that FHA does not have now, and 
never has had enough inspectors to enforce the FHA specifications 
on every single house built under FHA in this country. 

It was clearly evident to us as we traveled around. We saw projects 
of a thousand houses. Most often, I'll have to say, they were under 
VA. And i know that inspectors had not been in more than 3 or 
4 houses, and had passed the whole works. The result is that the 
average buyer thinks he not only has a guranteed payment on that 
mortgage, but he thinks he has a guaranteed house. He saw a model 
house when he bought it. 

We talked to the National Association of Home Builders in many 
sections of the country, and I want to compliment them for a fine 
effort in trymg to make their members build houses exactly to specifi- 
cations, but we saw a lot of shyster stuff being approved by both 
FHA and VA. 

If 1 buy an automobile, I get a warranty on that car. If it doesn’t 
live up to what it is supposed to be, I can sue somebody. 1 think 
that is true. 

I assume that the builder or purchaser of a house can sue somebody, 
but the trouble is so often that the man who built the house is gone, 
and the purchaser is left holding the bag and has no recourse. 

I think that something ought to be worked out. I am not firm in 
my opinion about as to how it could be done, but I think something 
should be provided whereby there would be some sort of warranty 
of some sort that the purchaser gets what they told him he was getting 
when he bought from a model house, or from plans and specitications 
that he can’t read. 

I think one of the greatest things we could do in housing would be 
to get some agreement worked out whereby there would be a reason- 
able warranty against serious defects. You say there are not many. 
I think it is about 2 or 3 percent, from the letters I have received, of 
the total, which is a small amount. But in about 10 years from now, 
we are going to have trouble on vour hands in the Government with 
a lot of shoddy housing guaranteed under VA and FHA. 

Mr. McDonoucu. Will the gentleman yield? 

Mr. Rarns. Yes, sir. 
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Mr. McDonoveu. Rather than set up a premium for the buyer, or 
a policy for $1,000 that the buyer would be protected against any 
defects, why would it not be better to put the burden on the builder, 

or the financier, to withhold $1,000 from the cost of that house for 
a period of the year until the owner or purchaser is satisfied? 

Mr. Rains. We considered that. 

Mr. McDonoven. In the case of the warranty on the automobile, 
it is limited to a certain number of days and a certain number of miles, 
and if after that time you find the automobile is satisfactory and 

‘ haven’t done anything about it, the automobile is yours with all its 
defects. 

Mr. Rains. That is right. 

Mr. McDonoucu. Now if your study shows that approximately 
. $1,000 would be sufficient to adjust any error or defect, L certainly 

think the penalty ought to be on the builder and he ought to have 
that much withheld long enough until the buyer signs off and says, 
“T accept this house.”’ 

Mr. Rains. We studied that angle, and I believe Mr. Widnall 
shares your viewpoint. You may have something. I am not stuck 
on any particular method. That is why | introduced this bill. I 
don’t say it is a cure-all or the right kind of bill. But I think the 
committee ought to work out some way or other that difficult problem. 
And I know that Mr. Cole knows the problem, because he was very 
active in that work, and | would like himand Mr. Hollyday to give the 
matter serious thought. 

Mr. Mutrer. I think Commissioner Hollyday is probably right, 
if we set up an insurance fund you will find we may increase the cost 
of the house by that much. You may be able to work it out, but 1 
am afraid you are going to find it will be added to the purchase price. 

Mr. Rains. It is merely a suggestion. 

Mr. Mutter. | think you might be able to work it out within . 
the Department, within the administration, on a regulation basis, 
of insisting that every builder must give a uniform warranty, which 
will run for the benefit of the purchaser, and whoever it is that sells 
the house to the purchaser must join in that warranty. There you 
might have something. Then you are making the original builder 

° —who usually walks away from the job when he turns it over to the 
man selling the property—take the same interest in seeing that there 
is proper construction. If there is a uniform warranty from the 
builder and the ultimate seller, you may have something. 

‘ Mr. Rarns. Do you have any authority in the FHA to look into the 
financial responsibility of a builder who seeks and secures a guarantee 
of FHA mortgage? 

Mr. Hotiypay. We operate, Mr. Rains, through approved mort- 
| gages, and approved mortgages and the obligation is on the banks 
| and insurance people to check on the character of the builder, and 
we have a very strong control which we use with discretion, where 
we find the builder not making a correction, that to take many off 
our lists is a very natural and very real penalty, and therefore, should 
be used with discretion, but it is a very strong control. 

Mr. Rains. You have that power. 

Mr. Houtypay. All we do, and these builders know that—I would 
like, if you will give me just one more minute, to say this: Prior to 
the formation of FHA I was liquidating some banking interests—L 
happened to be president of the Fiscal Mortgage Co. of Alabama, 
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and in the tour that I made of a good many hundreds of houses J 
found conditions which were really deplorable, because you have no 
minimum standards, and a tour such as you took, after both FHA 
and VA had some standards together by—while I know we make 
mistakes, the situation is really very difficult to the average buyer, 
and if you only receive 2 or 3 percent of statements complaining— 
the average person when he buys a house doesn’t really know what 
he is getting. It isn’t like building a car. There are bound to be 
— things wrong with it. And we try to get the builder to correct, 
them. 

But I believe a great many criticisms come from people who just 
feel that somebody has put something over on them, and an investi- 
gation reveals that that really isn’t the case. When it is the case we 
try to correct it, and | think proper inspection is so much better than 
any law, and I plead with you to look at it that way. 

Mr. Rains. We were able to correct many such situations. I want 
to say one other thing. You misunderstood me when I said there 
were only 2 or 3 percent of houses with faulty construction. When 
I said 2 or 3 percent | meant shacks—real steals—where, if you walked 
in your wondered if the roof was going to fall in on you. I wasn’t 
talking about a cracked fireplace, Sut I was talking about the type 
which were showing. There are many more that | think would come 
under a warranty of some description. 

1 think perhaps Mr. Multer is correct, that you might help to do it 
by working with the builders, by regulation. But, really that is one 
of the big problems of the housing business today, the failure of the 
house to live up to specifications, and we insure against everything, it 
seems to me we ought to be able to insure against that. 

Mr. Deane. Will you yield, Mr. Rains? 

Mr. Rarns. Yes. 

Mr. Deanr. Mr. Cole will remember our visit to Corpus Christi, 
I am sure. 

Mr. Cox. Very well. 

Mr. Deane. That particular builder was removed from the list, 
and this fellow, you will remember, denied any responsibility, but 
when he saw that it was his fault—that you could not close the doors 
on whole streets of houses—it seems to me that it indicates a very 
definite need to jack these contractors up. 

Another fact is that many of these contractors are small individuals. 
They are not builders in the first place. Of course, that goes back to 
the matter of district offices. 

Mr. Coe. Yes; I am well aware of what you are saying, Congress- 
man Deane, and we don’t want to leave any impression that we are 
not concerned, or that we are not moving toward the objective, 
which is to be absolutely sure that these builders construct their 
houses according to specifications. We are doing that and will con- 
tinue to do it. 

Mr. Mu rer. There is one other thing that might help. In con- 
nection with every closing, the purchaser ought to be warned by the 
FHA representative that the FHA amiga is a guaranty of a 
mortgage and doesn’t guarantee anything about the construction. 
Mest of them walk in thinking it is all guaranteed by the FHA, and 
the buyer thinks he is getting a guaranteed construction. 
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Mr. McDonovau. The security for the loan is a substantial house, 
and if the house isn’t substantial then the FHA is failing on loaning 
money on a house that doesn’t stand up. 

Mr. Murer. One of these days these people are just going to walk 
away from them and then who is going to be stuck? 

Mr. McDonovuanu. Money shouldn’t be loaned on such houses. 

Mr. Mutrer. It shouldn’t be. The mortgagees themselves are 
not too concerned, because they have a Government guaranty. 

Mr. McDonoven. It should mean more than just getting the 
money. It should mean that the house is at least equal to the money, 
or substantial security for it. 

Mr. Mumma. Mr. Multer, | think the statement has been made 
here that it all gets down to good inspection. 

Mr. Mutter. That is right. 

Mr. Mumma. Tliere was a statement made here that a fellow goes 
into a whole development, and he looks at one or two of them, and 
that is it. In the setup of his payment of that house it calls for so 
many inspections, and a certain number of them the fellow that is 
buying the house pays for, and it is only after reinspection that the 
Government or the other fellow pays for it. There is no excuse for 
a man who has a thousand houses in a development not having each 
one inspected, because the inspector is being paid for it. 

I have some complaints, in one case half a dozen veterans told me 
that the inspector stood up on the bank and marked ‘‘X”’ on his tally 
sheet for this and that, and when the veterans moved into the house 
there was water in the cellar. | blame the veteran, as you said, but 
have you ever seen a fellow standing on a site for 6 months watching 
these houses go up, waiting to move in quickly? 

As I said to Mr. Hollyday, | made the statement that these sirloin 
steaks have caused plenty of trouble. That all gets back to that. 
And when a fellow has all his mortgage money he is not interested. 
If it is some fellow who hasn’t got all the mortgage money, Mr. Reins, 
I believe a thousand dollars might be high. 

Mr. Rains. agree. 

Mr. Mumma. I believe most of the trouble is in windows sticking 
and doors not working, something like that, which the builders 
don't do intentionally. Most of your houses don’t have cellars, do 
they? 

Mr. Rains. It all depends on the section. 

Mr. Mumma. Would you say half of them have no cellars? 

Mr. Ratns. Yes. 

Mr. Mumma. I have found that most of the trouble with wet 
cellars is due to the fact that the water comes down the downspouts 
and is not taken away, and collects along the walls and leaks through. 

But it all gets back to good inspection. 

Mr. Rains. That is about 99 percent of it. 

Well, gentlemen, I am sure you agree it is nice for us to do all the 
talking, but I am going to stop now. 

Mr. Coxe. For the record, Mr. Rains, I should mention that the 
loss record of FHA is two-hundredths of | percent. 

Mr. Rains. That is the loss record. That is not the bad-house 
record. That is what they lose on foreclosures, and so forth. 

Mr. Cote. That is right. 
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The next is FHA interest rates. 

The bill contains provisions to make it possible to have consistent 
maximum interest rates for the various mortgage insurance programs 
under the National Housing Act. On May 3, maximum interest 
rates were increased by FHB regulations from 4% to 4% percent for 
sales housing and from 4 to 4% percent for rental housing in all FHA 
programs where such increases were permitted by law. How ever, 
these inereases could not be made applicable to housing under 3 
mortgage insurance programs, because the National Housing Act 
prescribes 4 percent as the maximum interest rate which may be 
established for them. These are cooperative housing under section 
213, military or Wherry Act housing under title VIII, and defense 
rental housing under section 908. 

The bill would preseribe 4% percent as the maximum rate which 
could be established for mortgages insured under these 3 programs, 
except that the maximum rate could be 5 percent for mortgages on 
individual homes insured under section 213. These statutory maxi- 
mums would be the same as now prescribed in title If of the act for 
regular mortgage insurance for rental and sales housing, respectively. 
Thus, the bill would provide the same flexibility in establishing 
maximum interest rates on these programs that is now provided for 
regular mortgage insurance under title Il. As you know, the Senate 
Committee on Banking and Currency has reported a bill, 5. 1993, 
containing similar provisions with respect to FHA interest rates. 

The CHarrman. Are there questions of Mr. Cole on this section? 

If not, you may proceed, Mr. Cole. 

Mr. Core. FNMA one-for-one purchase and sale provision. 

The bill would provide the necessary authority for the Federal 
National Mortgage Association to put into effeet the so-called one-for- 
one plan, which has been under discussion among representatives of 
the home building and financing industry for more than a year. 
Under this authority the Board of Directors of FNMA could issue 
purchase contracts to institutions which bought mortgages from 
FNMA. Such purchase contracts would authorize the holder to sell 
to FNMA, within 1 year’s time, an amount of eligible mortgages not 
exceeding the amount of those which were purchased. The plan could 
afford a means of automatically insuring that FNMA’s available 
authorization would revolve, and it is my view that the proposal should 
be tried to determine whether, in fact, it can work effectively.. 

If I may, I should like to summarize briefly for you how I visualize 
that FNMA could operate if the Congress sees fit to give us this 
authority. 

In the first place, we could offer mortgages now held in FNMA’s 
portfolio for sale at a price at, or possibly slightly above, current mar- 
ket quotations. As part of such a transaction, we could issue a con- 
tract for the future purchase of mortgages by FNMA. The seller 
could be required to pay a special fee for this contract for future 
purchase, since the obtaining of such a contract would represent a 
valuable take-out commitment on new mortgage originations. We 
would probably agree not to purchase back into FNMA an equivalent 
amount of mortgages, but, rather, let us say, some lesser amount such 
as SO percent of the amount bought from FNMA. This would mean, 
of course, that the plan would not only assure that, to the extent used, 
FNMA’s. authorization would revolve, but w ould at the same time 
effect a net reduction in FNMA’s present portfolio. 
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If the one-for-one program could be operated on this basis, it seems 
to me that FNMA could be utilized for the joint benefit both of the 
building and lending industries and the Federal Government. So far 
as industry is concerned, institutions would be able to obtain, at a 
proper cost, a take-out commitment at a time when the mortgage 
market is admittedly extremely tight. FNMA, on the other hand, 
if the program can be operated as I have described it, would be obtain- 
ing a better price for its mortgages which we desire to liquidate and 
would, at the same time, be accomplishing an orderly reduction in 
total loans held. This would result, of course, from the fact that 
FNMA would be agreeing to buy back in new mortgages—written at 
higher interest rates than mortgages sold—a smaller volume of loans 
than had been sold under the plan. Thus, under the limitations con- 
tained in the bill it might be possible for FNMA to dispose of $250 
million from its portfolio and purchase back only $200 million, thereby 
bringing about a net reduction of $50 million in mortgages pres- 
ently held, 

The Cuarrman. Are there any questions of Mr. Cole under this 
section of his statement? 

Mr. Mvutrer. Mr. Chairman? 

The Cuarrman. Mr. Multer. 

Mr. Mvurer. Mr. Cole, I] can’t quite understand this ‘one-for- 
one” business. If I am a banker or a lending institution, and I have 
a mortgage loan on my books for $1 million, paving 4 percent interest, 
why should I want to give that mortgage to FNMA and take back 
another mortgage for $1 million paying 4 percent interest? 

Mr. Cour. He doesn’t. 

Mr. Murer. Well, then, what is the one-for-one program? 

Mr. Coir. That program is designed, Mr. Multer, to assist the 
builders and the lenders who find themselves in a position where 
they are not able to obtain money on the market, on the mortgage 
market. 

We then made an effort—— 

Mr. Mutter. In other words, the lender who has this million 
dollar mortgage wants to go out and make another loan, and he sells 
that mortgage to FNMA. 

Mr. Coie. No; he must buy first, from FNMA, and then FNMA 
contracts to purchase back from him a mortgage, not necessarily the 
same amount. 

We have suggested that we buy back a less amount than we sell. 

Mr. Mutrer. Why shouldn’t he go out and place the money 
originally? 

Mr. Coxe. He should, and we hope that he does, but as | suggested 
to Mr. Patman in our colloquy, everybody knows that the mortgage 
market now is such that it isn’t quite easy for people to obtain the 
money that they need for the building of houses. 

Mr. Mutrer. Let’s stop there a moment Mr. Cole. 

Mr. Cote. This is an effort to correct that situation. 

Mr. Mutter. Let’s stop there a moment. You are saying the 
money market is tight. 

Mr. Coue. Yes, sir. 

Mr. Murer. And the man who has a piece of property that can 
carry a million dollars mortgage, can’t get his million dollars for his 
mortgage. 
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Mr. Coir. You must assume a mortgage that has already been 
executed and in the hands of a lender. 

Mr. Mutter. I have got a brand new project, let’s say, that passes 
every kind of inspection, and that should qualify to carry a million- 
dollar mortgage and I want a million dollars on my building. 

Can I get it? 

Mr. Cote. I would like Mr. Fitzpatrick to comment on that. 

Mr. All right. 

Mr. Frrzpatrickx. Mr. Multec, the FNMA agreement would relate 
to mortgages available for future delivery. 

Mr. Mutrer. All right, take my building that is not yet finished, 
or that I am about to build, and I want a commitment that I am go- 
ing to get a million-dollar mortgage on this building, and it qualifies 
in every respect. Can I get it? 

Mr. Firzparricx. You say which you are about to build. That 
is, that you will be in a position 9 or 12 months from now to deliver 
completed mortgage, but you can’t deliver one now. 

Mr. Mutrer. Yes, sir. 

Mr. Firzparricx. The lending institution may not be willing to 
make a future contract now. They may, on the other hand, have a 
million dollars for investment in a mortgage which is now ready for 
delivery. 

FNMA has those mortgages. They may be willing to buy one out 
of FNMA, because it is ready for delivery now, and with a commit- 
ment, that if they are not in a position to take a completed mortgage 
12 months from now, and hold that in their own portfolio, they know 
they can then sell it to FNMA. They are willing to enter into that 
sort of transaction, because they are not committing themselves 
against the future. 

The Cuarrman. If he buys a million-dollar mortgage from FNMA, 
that automatically gives a credit for a million dollars or 80 percent of 
a million dollars on which they may draw from FNMA. 

Mr. Coir. That is correct. 

The CuarrmMan. A secondary market. 

Mr. Mutrer. And the interest rates may vary on the two mortgages. 

Mr. Coir. They will vary, because the interest rates on mortgages 
purchased by FNMA will be 4%. 

Mr. Murer. And the terms of the mortgages may vary. 

Mr. Cour. That is possible. 

Mr. Mutter. How can you prevent yourself from selling a good 
mortgage and getting a bad one in return? 

Mr. Corr. Well, that is always a business judgment, naturally, 
Mr. Multer. 

I will say this, though: FNMA has now a profit of over $30 million 
for this fiscal year. They have been doing a good job. 

Mr. Mutrer. But you will concede we have gone through mighty 
good times, as far as the building industry is concerned. 

Mr. Cour. Very true. 

Mr. Mutter. And if we are to take seriously the warning signs 
that are being held up that we are running into a recession or depres- 
sion, or we may run into one, then what? 

With that kind of a situation how are you going to prevent yourself 
from getting a bad mortgage, which has not been seasoned, in ex- 
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change for a good or seasoned mortgage which FNMA now has and 
turns over. 

Mr. Coie. However, Mr. Multer, I may respectfully disagree with 
you that we are entering into a depression. 

Mr. Mutrer. I don’t say we are. 

Mr. Cour. I am just pointing to the signs. 

The CuarrmMan. Will you yield to me? 

Mr. Motrer. I yield. 

[he CuarrmMan. Yesterday I saw the economic indicators which 
show that the national income, national gross product, is higher now 
than it ever has been. So we are not slipping. 

Mr. Mutrer. Did you use the 40-cent dollar? 

The CHarrman. You used the 52-cent dollar, I am afraid. 

There isn’t any immediate justification for any statement that we 
are slumping very badly. 

Mr. Mutrer. What ! can’t understand is the divergence of opinion. 

Money is tight, you can’t get mortgages, but you want this one for 
one deal, and we are not running into bad times. 

The CHarrMan. Shouldn’t you say that money is relatively tight, 
Mr. Mutter? 

Mr. Mctrer. Well, I don’t have any relatives I can borrow from. 

Mr. Coir. May I add one thing. These mortgages are insured, and 
it is the job of FNMA to be sure that they obtain good mortgages. 
That is their responsibility. 

Mr. McDonovau. Mr. Cole, do you understand that FNMA is a 
source for financing, similar to RFC, in this respect, that it is a place 
to obtain funds when the current market doesn’t provide them? 

Mr. Cour. I can’t agree with all of your preliminary statements. 
I would strike RFC and a few things. 

Mr. McDonoveu. Well, | only use that as an analogy. 

Mr. Coie. I think the traditional policy or authorization of 
FNMA was based on the idea that it would be a secondary market, 
which I believe answers your question. 

Now, may I say this—— 

Mr. McDonovan. It is the second place to go, in other words. 

Mr. Cour. Yes, sir. 

Mr. McDonovuau. The first place to go is the current market? 

Mr. Coxe. Yes, sir. 

Mr. McDonovau. If that is not available, then Fanny Mae is 
there to take it up. 

Mr. Cour. Yes, sir; that is in the picture. 

Of course—— 

Mr. McDonovuau. Well, otherwise, Fanny Mae would be in direct 
competition with the primary market. 

Mr. Cote. It is a sort of last resort secondary market, as I view it. 

I think personally, Mr. McDonough, that the justification for 
FNMA is to make it just that sort of an operation, and not one that 
will take the place of our supplant the business of renting money by 
the people who have the money in savings. 

Mr. McDonoveu. That is what I mean. 

Mr. Corts. And I am very much concerned, personally, that that be 
maintained, in that atmosphere, in that area. 

Mr. McDonoveu. Don’t you think this 1 for 1 proposal in this 
bill might put Fanny May in a preferential position? 
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Mr. Coir. No, it won’t for this reason, Mr. McDonough. 

First, there is a fee that is charged. 

Secondly, we don’t plan to give them exactly 1 for 1. 

We plan to not give them a hundred percent deal. We are sug- 
gesting maybe an 80 percent takeout. 

We do intend to keep it rather right, and I think it is proper that 
that be held in that circumstance today. 

Mr. McDonough. Taking the individual that purchases a million 
dollars from Fanny May, that makes him eligible for Fanny May to 
purchase a million dollars from him. 

Mr. Coir. It makes him eligible, but as we envision the operation 
of the program, we are suggesting that we would not purchase back 
a million dollars, but might purchase back $800,000. 

Mr. McDonovcu. But he would be in a preferential position. 
Yes, sir, to that extent he would. 

Would that create any monopoly insofar as that individual is 
concerned? 

Maybe it is an advantage for large financiers to do that, and there- 
fore, exclude some of the smaller operators? 

Mr. Cote. No, I don’t think so. He has earned the right to a 
privilege by taking from Fanny May’s portfolio this million-dollar 
mortgage, and if we keep these restrictions—and we will do so—if 
we keep these restrictions, which will not make it as easy for him to 
make this transaction as it would be in the normal market, then we 
wouldn’t interfere with it. 

Mr. Mutrrr. Mr. Cole—— 

Mr. Coin. Mr. Fitzpatrick reminds me we can control the amount 
pes any one lender, so that he will not run away with Fanny 
May. 

That can be done and is done. 

Mr. McDonovan. How do you mean you control the amount? 
You decide that if they come injand ask for too much, that is more 
than you want to allow? 

Mr. Coie. That is true. 

Mr. McDonoveu. Is there going to be a maximum or minimum, 
or has there been a maximum or minimum set, or would there be if 
this became law? 

Mr. Corr. There would be by administration of the act. 

Mr. Muurer. Mr. Cole, the original intent in setting up Fanny 
May was that it would make more money available to the mortgage 
market, and do you think this 1 for 1 proposal will continue that 
purpose of making more money available in the mortgage market? 

Mr. Coxe. I think my idea of Fanny May is to make a revolving 
fund for the purchase and sale of mortgages available, and to make it 
more flexible. 

Mr. Mvtrer. In doimg that, you make more money available in 
the mortgage market. 

Mr. Coxe. It is certainly having an impact on it, without any 
question. 

Mr. Mutrer. Isn’t that directly contrary to the present admin- 
istration’s policy? 

Mr. Coie. No, I wouldn’t say so. 

We don’t view this, Mr. Multer, as having an inflationary impact 
on the money market. 
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Mr. Mu rer. I think you mean that what inflation is necessarily 
brought in by this program must be borne because we need the 
housing, but it is inflationary. 

Mr. Cote. I don’t view this as inflationary at all, sir. 

Mr. Mutter. The trouble is too many people look upon the 
word inflation as always having some invidious meaning. 

Mr. Corer. It only has an invidious meaning when it has a dangerous 
trend or spiral which takes from the people their savings. 

Mr. Mutrer. But for a long time I think we have agreed that as 
between the inflationary dangers and the filling of the housing needs, 
we have got to take a chance on the inflationary dangers and get the 
housing. 

Mr. Cour. Well, as I said to Mr. Patman, it is all a question of 
judgment. Our judgment is that we should take certain steps, which 
we are doing in this bill, and which we have done in the past. 

We don’t believe the economic picture is such as would justify us 
to jump immediately up on top of a peak. We are moving progres- 
sively to do those things which will assist in keeping housing construe- 
tion at a level of above a million homes a year, this next year. 

Mr. Mutter. I don’t want to go too far afield, but you said a 
moment ago that you don’t agree with those who see signs of a depres- 
sion ahead. You come from farm country. Doesn’t this business 
of all the farm prices dropping, day after day after day, and wheat 
futures dropped 10 cents yesterday, which is the limit permitted by 
the commodity markets—isn’t that a danger sign? 

Mr. Cour. That is a sign. But the thing that I again come back 
to, Mr. Multer, is this: | want to administer the program with which 
I have some responsibility on the basis of fact, rather than fright. I 
am very much concerned about that. It is very important that we 
look at these signs to see where we go, but we should not select one 
and say that that sign then requires us to take drastic steps to move 
far beyond what we envision the need to be. 

You and | will agree that certain steps are necessary when the facts 
are clear. Now who is enabled to look into the crystal ball to deter- 
mine what the economic picture will be 6 months from now? | am 
not. But I am so concerned that we have taken these steps, as I 
mentioned—I don’t know whether you heard me enumerate them— 
the relaxation of regulation X, rise in interest rates, and this 1-for-1 
program, plus other discussions now, looking forward to what may be 
done and what should be done. 

We are keenly aware of the situation. 

Mr. Muurer. Thank you, Mr. Chairman. 

The CuarrMan. You may proceed, Mr. Cole. 

Mr. Cour. Defense housing and defense community facilities. 

The bill contains provisions relating to the termination of programs 
authorized by the Defense Housing and Community Facilities and 
Services Act of 1951, Public Law 139, 82d Congress, as amended. 
Authority for further aids under three of these programs would be 
allowed to expire at the end of this month: 

First. Authority under title II] of the act for assistance to commun- 
ity facilities or services required in connection with national defense 
activities in critical defense housing areas. 

Second. Authority for assistance under title V of the act for pre- 
fabricated houses and housing components. A table, table II, show- 
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ing operations under this authority has been prepared and furnished 
to the members of your committee. 


(The table referred to is as follows:) 


Tasie III.—Prefab housing under sec. 102a, as of Apr. 30, 1953} 


{In millions of dollars] 


Statutory limitation | Loan commitments 
| | | | | 
| Undis- Repey- 
| | bursed | Avail- lean-| Dis | Undis- | Ments 
| Total! stand- com- | able | Total Can ndis 
| ing b mit: | celed bursed bursed | 
| | wae | ments | | | | 
| } 
Al borrowers. -| 15.0] 07] 60] 83) 94] 03 3.1 6.0 2.4 


Aleutian Homes, Ine. | 


0} 4.2 42; .0) 420 
Alexander Construction | | | 


| | | | 
LPH-8 (4) | 6 6 | 0 
3 4.0 a 3 | 0 


Nicoll Lumber Co. LPH-2. |__- 
Pemberton Lumber & Mill 
work Industries, Ine. | 


| 

1 6 | 3 | 6 | 2 

Rockland Development | | | | 
Co. LPH-5 1 1 5 | 1 | 3 

Stony Brookvillage Co. | | | | 
Inactive cases | .0 .0 3 

W. G. Best Factory-Built | | 

Homes, Inc, LPH-6? | 0 0 2 .2| 0 0 0 

Blosser Building Co. LPH- | | | } 


1 There are no reserves for losses under sec. 102a, 

2? Canceled. 

3 Paid off in full. The original loan commitment was $325,000; however, $69,882 of this amount was can- 
celed and $255,118 was disbursed. The total amount disbursed was repaid. 

4 Less than $50,000. 


Mr. Coxe. Third. Authority under title IV of the act for the pro- 
vision of sites for housing and community facilities needed to serve 
new defense installations in isolated areas. 

In connection with the expiration of the authority to assist com- 
munity facilities, I recommend one minor deletion from the bill. 
The bill now provides for the continuation of that authority with 
respect to applications filed prior to June 1 of this year. This now 
appears unnecessary, as the limited amount of funds remaining for 
this type of assistance will be needed for reserves in connection with 
applications already approved, and therefore would not be available 
for commitments on pending applications. 

This change would be accomplished by striking out the matter 
appearing in parentheses beginning on line 5 and ending on line 6 on 
page 7 of the bill. 

As your committee knows, the budget does not contemplate any 
further appropriations for defense community facilities under title LI 
of the act. For your information, we have prepared and furnished 
to the members of the committee a table, table IV, showing the loca- 
tions, types of community facilities, and amounts of financial assistance 
in connection with our operations under the defense community facil- 
ity — of title III of the act. 

(The table referred to is as follows:) 
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TaBLeE 1V.— Defense community facilities—Status of funds, June 11, 1958 


Total $20, 625, 000. 00 
Administration, 1953__............_.-__-.-. $112, 500. 00 
Administration, 1954..................... 115, 000. 00 
Interest (bonds purchased)________________- 4, 760. 18 
232, 260. 18 
Balance available for allotment_......__.__..________. 20, 392, 739. 82 
Allotments: 
——_—_—————__ 20, 032, 881. 35 
Balance available for allotment_____- 359, S58, a7 
Rescissions pending in Administrator’s office: 
California 4-CF-12, Port Hueneme (amendment) rescission 
Virginia 44-CF-4, Hampton Roads Sanitation District 
Application pending approval in Administrator’s office: Texas. “ 
41—CF-10, Weatherford (new allotment). — 46, 000. 00 


Total number of projects care construction contracts, 42, amount, $9,614,015. 


Mr. Mutrer. I don’t know where these applications emanate from, 
Mr. Cole, or what areas, but don’t you think we ought to make funds 
available so that those communities can get the facilities if they need 
them? 

I assume that if no community has filed an application it needs no 
facilities. How about those who have filed applications? 

Mr. Coxe. It involves questions of judgment, Mr. Multer: No. 1, 
whether the communities have the financial responsibility to do the 
job themselves. 

No. 2, whether or not there are firm commitments on the part of the 
military to place the communities in what is known as a critical defense 
area. 

‘ And then, based upon those 2 factors, the agency has come to the 
conclusion that there is not sufficient evidence now available, on these 
applications, to indicate that those 2 factors are present. 

Mtr. Mu rer. If those 2 factors are not present, or 1 of the 2 is 
missing, you would turn down the application for loan, or grant, 
whatever the case may be? 

Mr. Cole. That is right. 

Mr. Mutter. Is it safe to assume that on pending applications 
the agency has funds available? 

Mr. Coxe. Our judgment is the need has not been sufficiently shown 
that we can honestly come before this committee and say that this 
need exists. We do not say to you that if there is evidence that it 
should be done, you should not grant authority. My judgment is 
that sometimes it is difficult to stop these programs. We feel there 
is an obligation, where there has been a great military impact upon 
a community, to assist them, but today we think this program is now 
ready to be terminated. 

Mr. Mutrer. And that applies to all of your pending applications, 
too? In other words, I don’t want to see this committee put in the 
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position where, as soon as we pass the bill, a group comes down and 
says “You have left us high and dry, we need this very badly’; if 
there are any applications that should be processed for approval, I 
think they should be included in the program before we terminate it. 

Mr. Core. Let me comment on one thing further, Mr. Multer. 
T would suggest that in that sort of situation, that definite information 
be secured, not only from the areas, but from the military. It is 
possible that new installations might be programed, but, Mr. Multer, 
our judgment is that the present state of the military plans is so 
flexible that we cannot come to this committee and say that we know 
this should be continued. 

We just can’t do that. 

Mr. Mutter. Thank you. 

Mr. Cote. The two remaining programs under the 1951 act would 
be extended for 1 year beyond June 30, 1953, on a very limited basis. 

First. The authority under title II] of the act to provide public 
defense housing in critical defense housing areas would be extended 
only with respect to temporary housing required at installations of 
the Atomic Energy Commission. 

The Atomic Energy Commission has strongly recommended the 
retention of this authority. The primary need, as we understand it, 
is in the Portsmouth-Chillicothe area of Ohio, where additional tem- 
porary housing may be required in connection with the atomic-energy 
plant there. 

For your information, we have prepared and furnished to the 
members of your committee a table, table V, showing the locations, 
defense needs, and number of units provided in connection with our 
operations under the temporary housing provisions of title IIL of the 
act. 

(The table referred to follows:) 


TaB_e V.—Public defense housing (title ITI of Public Law 189) 
STATUS OF APPROPRIATED FUNDS, MAY 31, 1953 


Appropriated funds: 
Publie Law _. 12, 500, 000 
50, 000, 000 


Less administrative expense: 
Fiscal 1952... $375, 600 
Total 


aes 1, 958, 735 


85, 541, 265 


Less assignments for defense housing 


Units assigned: 


Average estimated cost, about $4,300 per unit. 
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STATUS OF PROGRAMED HOUSING 


| Projects | Areas | Units 
Under contract—not occupied 25 | 21 4, 978 
Project program approved, not under 6 5 2, 137 
| 77 | 50 | 15, 086 
' 


1 Excluding duplications, 


Mr. Coxe. Second. The special tithe IX mortgage insurance aids 
for private defense housing programed for critical defense housing 
areas would be extended only with respect to housing programed and 
publicly announced on or before June 30. For your : information, we 
have prepared and furnished to the members of your committee a 
table, table VI, showing the locations, number of units and status of 
private defense housing programed for the special FHA mortgage 
insurance under title TX. 

(The table referred to follows: ) 


TaBLe VI.—Private defense housing in critical defense housing areas 


Through June 10, 1953, the status of private defense housing under Public Law 
139, 82d Congress was as follows: 


Number of critical defense housing 
Dwelling units: 


| Dwelling units 


Item | 
| Total | See. 903 | See. 908 

Applications received. 108, 144 92, 185 15, G50 
Commitments issued ; | 65, 902 | 58, 258 | 7, 644 
Mortgages insured _________- 30, 548 26, OST 4, 467 
Construction started 48, 474 43, 870 4, 
Construction completed 33, 629 31, O56 | 2, 573 


By June 5, FNMA had issued advance commitments or made over-the-counter 
purchases in 203 defense housing areas. Advance commitments covered approxi- 
mately 50,600 units. Over-the-counter purchases covered 9,230 units. More 
than four-fifths of the units covered by advance commitments and over-the-coun- 
ter purchases were title IX units. 

Mr. Cote. As a matter of fact, most of the slightly more than 
100,000 units of defense housing now programed had been programed 
by January | of this year. On that date about 98,000 units of priv- 
ately financed defense housing had been authorized. The certification 
of new critical defense housing areas has been negligible since that 
date, amounting to only 7 so far in 1953, as compared with slightly 
over 200 between September of 1951, and December of 1952. 

Most of the additional units which have been programed in 1953 
were authorized during the first 3 months of thie year. On March 3 
of this year, instructions were issued to the effect that only in excep- 


| 
| 
‘HA title IA activity through May 30, 1955, Is shown in the following table: 
| | 
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tional cases would new programs, approved after March 31, have 
good prospects of reaching the stage of FHA commitment by June 30 
and the ultimate construction of housing. 

It has also been necessary, during the last 5 months, to make a num- 
ber of cutbacks in defense housing programs because of the shifting 
and diminishing nature of military requirements. 

Actually, because of these reductions and the relatively small volume 
of new programing since January 1 of this year, there has been a net 
increase in the number of programed units since January 1 of only 
about 2,000 units bringing the total net program to date about 100,000 
units. 

It is not expected, therefore, that any very substantial volume of 
new title IX commitments will be issued pursuant to the authority 
provided by this bill, but, on the other hand, the granting of the au- 
thority would permit the FHA to do a more orderly processing job 
in terms of the relatively small task yet remaining to be accomplished. 

The CratrMan. Are there questions on this section? . 

(No response.) 

The CuairMan. If not, you may proceed. 

Mr. Cour. Savings clause for programed private defense housing: 
The bill also contains a technical ‘savings provision” which is neces- 
sary to preserve clearly the legal obligations of builders of most of the 
programed defense housing. 

In exchange for the special aids made available to them, including 
the waiver of credit controls, these builders agreed to hold defense 
housing for inmigrant defense workers and military personnel for 
stated periods and at specified rentals or prices. 

These agreements to use aided defense housing for defense purposes 
were made under authority of title VI of the Defense Production Act 
which, in section 603, contains express authority for their enforcement. 
That authority will expire at the end of this month, and would not be 
continued under the technical wording of recent amendments to the 
act now in the Committee of Conference. 

The bill would therefore preserve these agreements. 

Dissolution of Home Owners’ Loan Corporation. 

The members of your committee will recall that the Home Owners’ 
Loan Act of 1933 provided that the Board— 
shall proceed to liquidate the Corporation when its purposes have been accom- 
pera and shall pay any surplus or accumulated funds into the Treasury of the 

Inited States. 

Early in 1951, the Corporation completed the liquidation of all of 
its mortages and real-estate contracts, and a surplus of about $14 
million was returned to the Treasury. The bill would provide for a 
termination of the corporate existence of the Corporation. Time 
limits would be established for the filing of any further claims and the 
necessary authority to execute legal documents would be transferred 
to and vested in the Home Loan Bank Board. These and similar 
detailed provisions relating to the HOLC dissolution are explained in 
the summary of the bill which has been furnished to the members of 
your committee. 

| have been authorized by the Bureau of the Budget,to advise that 
the enactment of this bill would be in accord with the program of the 
President. 
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Mr. Mutrer. Are there any claims presently pending against the 
Home Owners Loan Corporation? 

Mr. Cour. | think not. 

Mr. Mutrer. As of this moment, the Home Owners Loan Corpora- 
tion to all intents and purposes has ceased to operate? 

Mr. Corr. At this moment to all intents aid purposes it has ceased 
to operate. We put this provision in to protect anyone who might 
possibly have any claim. 

Mr. Mutrer. This is just a technical dissolution of a corporation 
that is no longer active? 

Mr. Coxe. That is right. 

Mr. Mutter. Mr. Cole, have you in the short time you have been 
in charge of the agency had an oppertunity to review its activities 
and tell us whether or not you have found them efficiently operating? 

Mr. Coir. Mr. Multer, I would say yes, I have, up to a point. 
I have found the agency much more complex, and the seat much 
hotter than I thought it would be, but I want to say for the members 
of the staff, that they have done an excellent job of providing a transi- 
tion period, they have cooperated with me, and I know that Com- 
missioner Hollyday agrees with this, that we have received the finest 
of cooperation on the part of everybody in the agency. They have 
done an excellent job. 

Mr. Mutter. | have heard you say many times when you were 
sitting on this side of the fence, that FHA and the allied agencies had 
been doing an excellent job and vou approved of what they are doing. 
Can you now modestly say that you approve of all they have done? 

The Cuairman. Are there further questions? If not, we are very 
glad to have had your testimony, Mr. Cole. | presume you will want 
those tables in the record which you deem to be desirable to a clear 
understanding of your statement? 

Mr. Corr. Yes, Mr. Chairman. The tables are not very lengthy, 
Mr. Chairman. I am corrected, there are four very long ones, and 
we would suggest the short ones be printed. 

The CuarrmMan. Would it be agreeable to you if the committee de- 
cides what should go into the record? 

Mr. Cote. I think that would be agreeable with us, Mr. Chairman. 

(The tables referred to have been inserted in the appropriate parts 
of Mr. Cole’s testimony.) 

The CuairMANn. We find it impossible to meet this afternoon, so we 
will stand in recess until tomorrow morning at 10 0’clock. 

(Whereupon, at 12:25 p. m., the committee adjourned to reconvene 
at 10 a. m. Wednesday, June 17, 1953.) 


| 
| 
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WEDNESDAY, JUNE 17, 1953 


Hovusrt or REPRESENTATIVES, 
ComMITTEE ON BANKING AND CURRENCY, 
Washington, 

The committee met at 10 a. m., Hon. Jesse P. Wolcott (chairman 
of the committee) presiding. 

Present: Congressmen Wolcott, Talle, Kilburn, McDonough, 
Widnall, Betts, George, Mumma, McVey, Merrill, Hiestand, String- 
fellow, Spence, Brown, Patman, Multer, Deane, O’Brien, Dollinger, 
Bolling, and Hays. 

The Cuatrman. The committee will come to order. 

We will proceed with the hearings on H. R. 5667. 

We have with us Mr. Coogan, Director of the Armed Forces Housing 
Agency, and Mr. Robert H. Richards, Deputy, Family Housing, 
Department of the Air Force. 

Are you gentlemen ready to proceed now? 

You gentlemen may present your statements and then you will 
be subjected to questioning. 


STATEMENT OF THOMAS P. COOGAN, ASSISTANT TO THE SECRE- 
TARY OF DEFENSE FOR HOUSING, AND DIRECTOR OF THE 
ARMED FORCES HOUSING AGENCY 


Mr. CooGan. Thank you, Mr. Chairman, and gentlemen, I ap- 
preciate the opportunity to appear before your committee to discuss 
the military interest in family housing as it is affected by the pro- 
visions of H. R. 5667. My statement will be brief inasmuch as the 
Air Force will supplement this testimony on the military housing 
problem from the operating standpoint. 

The Department of Defense is primarily concerned with those sec- 
tions of the bill pertaining to titles VIII, LX, and ILL of the Natioanl 
Housing Act, as amended. 

Title VIII is today the major vehicle for producing permanent 
family housing for the Armed Forces; the Department of Defense 
strongly favors its extension. However, | do not want to leave the 
impression with this committee that title VIII is the complete answer 
to military family housing needs. We still have very serious housing 
problems at installations that are not of a permanent nature, and, 
hence, are not eligible under title VIII. It is noted that the bill pro- 
vides for only a 1-year extension. Due to the fact that a large number 
of proposed projects are in a planning and development stage and 
there is an inherent time delay in processing such projects, considera- 
tion should be given to a 2-year extension in order to utilize title 
VIII to the maximum extent. 
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An amendment requiring builder certification has been suggested 
to title VIII and the Department of Defense wishes to go on record 
as opposing this amendment. The method of developing Wherry 
projects through competitive bidding under the close scrutiny of the 
military departments and FHA provides ample safeguards against 
abuse. A similar certification in title 908 made this title prac tic ally 
inoperative and if enacted in title VIII would, in effect, make the act 
ineffectual for the military services. 

To date a large portion of title II] funds, appropriated to the Public 
Housing Administration, has been made available for use at military 
establishments. In view of the substantial military requirements for 
temporary housing at both permanent and nonpermanent installa- 
tions, and the small amount of appropriated funds made available in 
recent years, title ITL funds remain the only source of temporary-use 
housing. It is therefore recommended that the bill be amended to 
make the Department of Defense eligible, in addition to the Atomic 
Energy Commission, for temporary housing under title III. 

The defense housing program under title [X has provided an addi- 
tional source of housing for the Armed Forces and the authority to 
program should be continued for another year, 

The Federal National Mortgage Association is, of course, necessary 
to assist in the financing of title VITT and IX programs. The Depart- 
ment of Defense favors its extension as contaimed in the bil. 

I will be happy to answer any questions which the committee may 
have. 

The Cuarrman. Have you had this matter up with the Adminis- 
trator of the Housing and Home Financing Ageney, Mr. Coogan? 

Mr. Coogan. Yes. 

The CHarrmMan. Has he expressed an opinion on it? 

Mr. Coocan. We are in general accord with Mr. Cole on it, Mr. 
Chairman. 

The CuarrmMan. Do you care to have Mr. Richards proceed? 

Mr. Coogan. I would like to, Mr. Chairman. 

The CuarrmMan. Very well. 


STATEMENT OF ROBERT H. RICHARDS, DEPUTY FOR FAMILY 
HOUSING, DEPARTMENT OF THE AIR FORCE 


Mr. Ricuarps. Thank you, Mr. Chairman. 

My name is Robert H. Richards, Deputy for Family Housing, 
Office of the Under Secretary of the Air Force. I have a prepared 
statement which I will be glad to read and then answer any question 
which the committee may have. 

On behalf of the Department of Defense, I wish to express my 
appreciation for this opportunity to appear before — committee 
to present the Department’s views on H. R. 5667. The military de- 
partments have a very special interest in this legislation due to its 
direct relationship to the Department’s ability to retain experienced 
personnel. 

The extension of title VIII of the National Housing Act, which 
appears as section 5 of this bill, would continue for the military 
departments the existing authority through which permanent family 
housing can be provided for their personnel. It is worthy of note at 
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this point that neither the Army, the Navy, nor the Air Force has a 
significant amount of funds in the military public-works programs for 
family-housing purposes. 

It may be stated for all practical purposes that the Wherry Act is 
the only method now available to the military departments to obtain 
housing for families of military personnel. This act has contributed 
more to the stability and welfare of the military personnel of the 
departments than any other similar measure pertaining to the pro- 
vision of housing that has been adopted by the Congress. 

The departments have under consideration projects totaling 8,108 
units. In addition, there is presently programed 11,229 units which, 
it is anticipated, will all be committed by June 30, 1955. These units 
will be spread throughout the United States; some as increases to 
existing projects, others at new locations. In this connection, the 
following tabulation shows the gross department requirements for 
housing for the three military departments: 


Public quarters available or funded: 
Wherry completed or certified__- > 78, 731 
Wherry: 
Program......=--- 11, 229 


requirement, the total available from all sources, and the remaming 
deficit. We know that many organizations and individuals believe 
that the Wherry Act has been used more extensively than these 
figures demonstrate; however, with all the assistance of the Wherry 
program it must be realized that the military must still rely princi- 
pally upon adjacent communities for family housing. 

It is equally significant to note the number of temporary units 
which are currently in existence. A great many of these units are 
of such temporary construction and have reached such an age that 
they are approaching a point where it is no longer economically 
feasible to continue maintenance. 

Wherry units are being actively developed in consonance with the 
military public works program. As you know, housing projects 
must be precisely timed so that occupancy will be assured upon 
completion. We have in no case built the housing before an installa- 
tion has been actually occupied. We have experienced an average 
of about 13 months between the initial programing of housing under 
the act and the start of construction. If the committee desires we 
are prepared to cite examples of the time element involved. In this 
connection the Department of Defense concurs in the extension for 
1 year as it appears in the bill, realizing that vou are aware of the 
fact that many of the planned projects will probably not reach the 
legal commitment stage by June 30, 1954. The stability in planning 
would be greatly aided if section 6 were amended to extend the au- 
thority for 2 years or until July 1, 1955. 


It will be noted that there is a vast difference between the gross 

\ 
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The Department also concurs in the proposed extension of title [IX 
of the National Housing Act for an additional year. 

Section 8, which extends FNMA, has the full support of the military 
departments. Experience with the program and the uncertainty of 
the mortgage market has demonstrated that this authority is neces- 
sary as & companion provision to the extension of title VIII. 

The Bureau of the Budget has approved this statement. 

The CHatrman. Are there questions of Mr. Coogan and Mr. 
Richards? 

Mr. Deane. Mr. Chairman, I have 1 or 2 I would like to address 
to either Mr. Coogan and/or Mr. Richards. 

The Cuarrman. Mr. Deane. 

Mr. Deane. What about title IX? Are there many projects being 
started under title 

Mr. Cooaan. Yes; there are quite a few and as new stations come 
into being, or new stations are declared permanent. 

Mr. Deane. Do you have a list of those? 

Mr. Coocan. No; I do not have it with me, sir. We can supply it. 

Mr. Deane. Mr. Chairman, if I may, I would like to have that 
supplied for the record. 

It is a negligible amount, is it not? 

Mr. Coocan. Well, we are reaching the last stages of the program, 
that is true, but we never can tell in advance what the requirements 
are going to be. 

The CuairmMan. It may be supplied. 

(The information requested above is as follows. See also table VI 
at p. 41.) 

Areas with military installations where construction on defense housing pro- 
grams has been started within the past 60 days according to the latest reports: 
Camp Lejeune, N. C.; Port Lavaca, Tex.; El Centro, Calif.; and Honolulu, T. H. 

The military departments requested defense housing programs in the following 
critical defense housing areas for which programs were approved but no starts 
have been reported to date: Bangor and Brunswick, Maine; Frederick and Indian 
Head, Md.; Bedford, Mass.; Portsmouth, N. H.-Kittery, Maine; Dover, N. J.; 
Newport, R. I.; Smyrna, Tenn.; Joliet, Ill.; Sidney, Nebr.; Sault Ste. Marie, 
Mich.; Flagstaff, Ariz.; Twenty-Nine Palms, Calif.; Herlong, Calif.; Las Vegas, 
Nev.; Hawthorne, Nev.; Harrisburg, Pa.; and Niagara Falls, N. Y. 

It is anticipated that military activities in existing certified areas will require 
additional defense housing projects to meet military needs during 1954 at: Dover, 
Del.; Bainbridge, Ga.; Mountain Home, Idaho; Salina, Kans.; Sedalia, Mo.; Del 

tio, Tex.; Laredo, Tex.; Victoria, Tex.; Madison, Wis.; Rock Island, Iil.; Law- 
rence, Kans.; Camp Polk, La.; Fort Leonard Wood, Mo.; Baraboo, Wis.; and 
Grosse Tle, Mich. 

The proposed inactivation of certain military installations and the deployment 
of military forees will impose greater demands for family housing at other loca- 
tions, but such requirements of transferred personnel are not known at this time. 
Requirements for defense housing programs under titles ITI or 1X are anticipated 
during fiscal vear 1954 by the military departments in the following areas (among 
others) not yet designated as critical defense housing areas: Foley, Ala.; Milton 
and Opalocka, Fla.; Albany and Brunswick, Ga.; Fallon, Nev.; Beaufort, 8S. C.; 
Monogram and Northwest, Va.; Puerto Rico; Greenville, Miss.; Suffolk County 
and Montauk, N. Y.; Minot, N. Dak.; Coraopolis, Pa.; and Quonset, R. I. 


Mr. Deane. I noticed, Mr. Coogan, in your statement about the 
proposed certification, your feeling that competitive bidding was 
sufficient to take care of housing, and provides ample safeguards. 

Have vou found from your experience that the housing built under 
this act has been substantial, and that there is no criticism to be 
directed toward it because of the fact that it had no certification? 


| 


HOUSING AMENDMENTS OF 1953 49 


Mr. Coocan. Absolutely. I can reply yes to that question. 

Mr. Deane. Do you have any complaints from any areas because 
of defective housing? For instance, last year, Mr. Schenck, | believe, 
from Dayton, Ohio, was complaining about serious deficiencies in that 
area. Has that matter been cleared up? 

Mr. Coocan. Lam sure it has. I think that the principal difficulty 
in the Wherry Act housing has been the competition between some of 
the local builders and the Wherry Act housing being erected on the 
post, and I know of no criticism, structurally or otheewise, of the 
Wherry Act housing. In fact, we refer to it as the best housing 
produced under the FHA system. : 

Mr. Deane. Was this Dayton project off the base? 

Mr. Cooaan. I believe half was off the base and half was on. 

Mr. Deane. | am coming to that particular question at the present 
time. Is there terrific pressure from certain interests to build this 
Wherry Act housing off the bases? 

Mr. Coogan. We are beginning to have some feeling that way. 
As a matter of fact, the Department of Defense recommends in 
certain cases that it be built off the base. On the other hand, it is 
largely up to the discretion of the commanding officer as to whether 
it is in the best interests of the service that personnel should live 
on the base. 

Mr. Deane. | think it would be a serious step when the Defense 
Establishment begins to think that the building of this housing, which 
the act conceived to be primarily for the military, be built 5, 10, 18 
miles off the base. 

Mr. Coocan. There is no consideration being given to building 
Wherry Act projects that far from the base. * 

Mr. Deane. How many projects have been built off the base? 

Mr. Coogan. I will have to furnish vou with that, but very few. 
proportionately. Some of the earlier projects, in the initial stages of 
the Wherry program, were built off base. Practically all of them 
now are built on the base. 

There are two advantages, the Government leases the land at a 
nominal fee, so that land costs are out of the picture, and in most 
States they acquire tax-exemption by building on the base. 

(The information requested above is as follows: ) 


Wuerry Prosects Locarep Orr Base 
. 


Of the 220 approved title VIIT projects in the entire Wherry pro- 
gram, there are 10 off-base locations (1 Army, 1 Air Force, and 8 
Navy). 

Mr. Deane. I have seen this housing on many bases, and I think 
it has done more to increase the morale and strengthen the home life 
of the military than anything that I know of, and certainly, so far as I 
am personally concerned, I would certainly urge those responsible for 
Wherry housing to move cautiously when vou think of moving 38, 4, 
5, 10, or 18 miles off base. 

Mr. Coocan. I can assure you it is being approached very cau- 
tiously and circumspectly and no thought is being given to building 
Wherry housing at any distance from the base unless in the opinion of 
the commanding officer it is absolutely essential. 
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Mr. Deane. My attention has been brought to the Samson Air 
Force Base at which some housing projects have been located away 
from the base. Serious highway accidents have resulted. 

Are vou familiar with that, Mr. Coogan? 

Mr. Coogan. I will let Mr. Richards answer that. 

Mr. Ricnarps. Mr. Deane, we had programed a 500-unit Wherry 
Act housing at Samson. We had received proposals, but at about the 
same time there were numerous complaints received by the Secretary 
objecting to the construction of the project. As a result the Secre- 
tary directed that we conduct a very thorough survey of the housing 
situation in the Samson area. That has been completed. The 
results of that survey have been placed in the hands of the Secretary 
and we are now awaiting a decision. 

The projects which I believe vou refer to were title [IX developments 
which were located in the adjacent communities, which were con- 
structed for the operation. 

Mr. Deane. They were title IX and not Wherry Act housing? 

Mr. Ricuarps. That is correct. 

Mr. Deane. I am glad to know that. 

Will vou continue, Mr. Richards, and describe to the committee 
the exact procedure that vou follow in dealing with an application, 
from its inception until it is completed, for Wherry Act Housing. 

Who has the authority and how is it carried out? 

Mr. Ricuarps. Under the present legislation, and under the present 
procedures, the initial programing is conducted by the using service, 
after exhaustive studies of the housing situation in the area, and in the 
adjacent communities in the area in which the housing is to be con- 
structed, 

Information is obtained from local authorities, from base officials, 
from any possible source of information. Analysis is made of the 
housing situation. At the same time our requirements are computed 
in accordance with established formulas within the Department. 

After it has been determined that a housing project is needed for 
the occupancy of military personnel, the next step is, at least with the 
Air Force, to initiate a development directive to the Corps of Engi- 
neers, Who then negotiate an architect-engineer contract. 

At this point coordination takes place within the Department of 
Defense. That is, the Air Force sends its programed project to the 
Department of the Army, to the Department of the Navy, and to the 
Office of the Secretary of Defense for coordination, so that we make 
sure that the project is serving the needs of the military, if there 
happens to be more than one of the military services in the area. 

When the architect has completed his plans and specifications they 
are then sent to the State office of the Federal Housing Administration, 
for the issuance of an appraisal analysis statement. That is returned 
to the military for information and analysis. 

Then the Corps of Engineers—— 

Mr. Deane. What do you mean by the military? Who within the 
military? 

Mr. Ricuarps. In this case, Congressman, within the Department 
of the Air Force, it is the family housing group within the Director of 
Installations, Department Chief of Staff for Operations, and in 
consonance with the Department for Family Housing in the Office of 
the Secretary. 
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After they receive an appraisal and eligibility statement, the Corps 
of Engineers advertises the project for proposals. Interested parties 
receive plans and specifications in the normal processes, proposals are 
then received and opened by the district office of the Corps of Engineers. 

Mr. Deane. About how many proposals do you usually get on a 
project, at that point? 

Mr. Ricuarps. It varies, Mr. Deane, from one to as many as 15 or 
16 or 17. 

Mr. Deane. In some instances vou only have one bid? 

Mr. Ricnarps. There have been instances where only one proposal 
was received. 

Mr. Deane. You mentioned a moment ago, at least Mr. Coogan 
did, that competitive bidding would be sufficient to protect against 
defective or shoddy housing. | am not saying that vour bidder in 
that instance was not good, but you eliminated competitive bidding 
there, didn’t you? 

Mr. Ricuarps. It was opened to competitive bidding; however, 
unfortunately, and I use that word advisedly, only one proposal was 
received. 

I cannot account for the reason why. The instances involving cases 
where only one proposal was received are negligible. The majority 
of them carry at least 4 or 5 proposals. In answering vour question 
I was merely pointing out the minimums and maximums. 

To continue, the proposals are received, and opened by the district 
office of the Corps of Engineers, and the bid documents and financial 
statements, statements of experience that are normally required by 
the Federal Housing Administration, are then sent to the State office 
of FHA for evaluation. 

After evaluation by that office they inform the using military service 
as to the eligibility of the lowest acceptable proposal. 

The Department of the Air Force has instituted within its own 
procedures a requirement where those proposals come into head- 
quarters, USAF, for further analysis and review, to make sure in our 
own minds that we do have the lowest acceptable proposal, an accep- 
table proposal, and that the sponsoring firm have the financial re- 
quirements and the construction experience and ability necessary 
to construct, maintain, and operate this project over the long haul. 

At this point, having satisfied ourselves and FHA as to its eligi- 
bility of the lowest acceptable proposing firm, the Secretary of the 
using service issues a certificate to me, as prescribed by the present 
legislation. In this certificate the Secretary certifies, one, that the 
installation at which the project is to be constructed is a permanent 
part of the Military Establishment. Secondly, that the housing is 
needed to serve the military housing requirements, and third, that 
there is no present intention to curtail the activities at the installation. 

That certificate is issued in the name of the selected sponsor, and 
from that point on the sponsor is on his own to work out with the 
Federal Housing Administration the issuance of a commitment, 
arranging for his financing, the preparation of required leases, and 
easements, until a formal FHA closing is consummated and at that 
point construction begins. 

Mr. Deane. I thank vou gentlemen for that outline, which I 
think is important. 

Now that these loans have seasoned somewhat in these respective 
areas, What about the construction? Is there evidence that they are 
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substantial, and that little, if any, criticism by the commanding 
officers of the arrangement or style of construction or type of con- 
struction is forthcoming? 

Mr. Ricuarps. In our opinion, Mr. Deane, the housing that has 
been constructed for the Air Force under the provisions of the Wherry 
Act is the best housing that it is possible to obtain for the dollar. 

Mr. Deane. I feel just as you do about it. I have seen it and I 
admire it, 

I don’t know, Mr. Chairman, whether this has anything to do 
with the bill or not, but I am thinking of the Indian Springs Air 
Base, where a number of Members of Congress have been in recent 
weeks in connection with atomic tests, and the commanding officer 
there, under very severe handicaps, is faced with a problem in trying 
to accommodate great numbers of people coming in there for these 
tests, and I found that he had to improvise for school facilities. I 
did the checking myself. He did not volunteer the information. I 
was interested enough to go over the base with him, and I wonder 
if that particular area has been declared permanent to the extent 
that they would be entitled to approved housing? 

Mr. Riewarps. | am informed, Mr. Deane, that the base is not a 
permanent installation, 

Mr. Deane. That is what I understand. In view of the area, and 
what is taking place there, it would seem to me that the Air Force 
might well investigate that area to see if it couldn’t provide what is 
needed there for this important activity. 

Mr. Chairman, that is all I have. Thank vou, gentlemen. 

The CHarrman. Are there further questions of Mr. Coogan or 
Mr. Richards? If not, we are very grateful to you for coming here, 
gentlemen, 

Mr. Ricsarps. Thank you, Mt. Chairman. 

Mr. Coogan. Mr. Chairman, may I say one word to Mr. Deane? 
I would like to have the record stand that I do not want the com- 
mittee to think that title VITT must be on base. Title VIII is volun- 
tary occupancy, and backed by an FHA mortgage, and sometimes, 
where the use of the station might be a little fluid, there might be 
possibility of deployment later; it is much better to have a Wherry 

project adjacent to the base, but on private land, whereby if the mili- 
tary ceases occupancy, civilians could move into the units and prevent 
them from going to foreclosure. 

I think between the FHA and the military services planning that 
they require reasonable latitude in order to exercise the greatest fore- 
sight to keep the project successful. 

Mr. Deane. In that case, Mr, Coogan, I think we should be gov- 
erned by military requirements and not by civilian promoters inter- 
ested in real estate development. 

Mr. Coogan. We never are, Mr. Deane. 

The CHarrMan. If there are no further questions, you may be 
excused, gentlemen. 

Our next witness is Mr. Emanuel Spiegel, president of the National 
Association of Home Builders. We are very glad to have you with 
us, Mr. Spiegel. You may proceed with your statement. 

Mr. Spreget. Thank you, Mr. Chairman. 
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STATEMENT OF EMANUEL M. SPIEGEL, PRESIDENT, NATIONAL 
ASSOCIATION OF HOME BUILDERS 


Mr. Sprege,. Mr. Chairman and members of the committee, my 
name is Emanuel M. Spiegel. I am an active home builder operating 
in the State of New Jersey. I make this statement to you as the 
president of the National Association of Home Builders, which, as 
you may know, is the trade association of the private home-building 
industry. Our membership now exceeds 26,000, grouped in affiliated 
local associations in 210 communities. It has been estimated that 
our members build approximately 80 percent of all residential housing 
in urban areas of the country. 

I shall be as brief as I can, realizing the demands on your time. 

We support the provisions of H. R. 5667. However, the most sig- 
nificant impact of this bill upon the home-buying public and conse- 
quently upon the national economy occurs not from what is contained 
in it but from its omission of provisions to adjust the FHA existing 
statutory downpayment requirements. 

Before World War II a $6,000 house* then considered the upper 
limit of low-cost housing, could be bought under FHA financing for 
a 10-percent downpayment, or $600. ‘Today a comparable house can- 
not be produced for less than $12,000 to $15,000 on which the FHA 
required downpayment is a minimum of 20 percent, or $2,400 to 
$3,000. 

In other words, while prices and wages have approximately doubled, 
the required downpayment has been increased 4 to 5 times. Beeause 
of the proper preoccupation of Government and the home-building 
industry with the needs of veterans, adjustment of these percentages 
to meet credit requirements of the nonveteran purchaser of modest 
means has been neglected. 

I might add that we refer to this nonveteran purchaser as the for- 
gotten man of housing. 

The upward movement of prices has been recognized in the FHA 
statute only to a slight extent of minor adjustments in the very lowest 
price ranges. The present sliding scale of maximum mortgage percent- 
ages still regards $7,000 as the upper limit of the low-cost field and 
$11,000 as the upper limit of what might be described as middle-priced 
housing. These limits are completely out of line with today’s prices 
of labor and material. Present downpayment requirements are be- 
yond the reach of 3 out of 5 potential home buyers, as shown by a 
survey we have recently made. 

I might point out that in conducting this survey we questioned some 
1,500 of our builders throughout the country, and this survey clearly 
discloses that 3 out of 5 families, nonveterans, are unable to meet the 
downpayment requirements under the FHA statutory requirements, 
but they do have sufficient income to meet the monthly payments 
under the reguler mortgage terms. 

We would agree, however, that the change should not be made at 
a time when home building is running at such a high level that there 
is danger that lowering downpayments would unduly expand pro- 
duction or increase the demand for mortgage credit. But we are 
convinced that this will not happen. We are convinced that lower 
downpayments are essential to hold the present level of production, 
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not to increase it. The volume of production appropriate to a pros- 
erous economy (currently estimated at a million units) cannot be 
ong continued under the present downpayment requirements. 

Home building, as all industry, must give serious consideration to 
increasing indications that the conditions of the past several years 
may not continue. We must be particularly sensitive to this possi- 
bility because of the long-range planning required in our industry. 
The rate of residential building in 1954 and 1955 is being determined 
by what happens today. Builders, manufacturers of material, and 
lenders will make their plans for next year in the light of their esti- 
mates of next spring’s demand for homes. They are keenly aware of 
the fact that deferment of a decision on the adjustment of FHA down- 
payments will mean that legislation will not be attainable before next 
oe this time, regardless of what happens to the market meanwhile. 

f delayed until then, legislation cannot possibly be effective until 
late 1954 or 1955. 

Statistics of home building starts and other indexes of production 
are a record of what has already happened. They do not predict 
what is about to happen. In the home-building business the timelag 
betweem the first preliminary planning of a project, including land 
acquisition, engineering, and so forth, and the actual start of construc- 
tion is approximately 1 year. It will be too late for effective remedy 
when statistics of starts confirm that a downtrend is definitely under 
way. We cannot predict with certainty what will happen in the next 
year or year and a half. 

But there are certain warning signals which should not be ignored. 
The Bureau of Labor figures of starts for the month of May show a 
contraseasonal decline for that month—the month in which builders 
usually are at peak production. All sections of the country, except 
New England, shared in that decline. This is the first time since 
the end of the war that home starts have dropped below those for 
April. Our own telegraphic survey in the last week indicates generally 
that builders are planning to cut production substantially after com- 
pletion of projects now under way. This will result in layoffs or 
large numbers of construction workers. 

I have here, Mr. Chairman, a number of replies to a survey ques- 
tionnaire which we sent to our membership all over the country, and 
they are still coming in, which indicates substantially what I have 
just said, and I would be very happy to make a summary of these 
replies and submit them for the record if it meets with your approval. 

The CHarrMan. Very well. 

(The information referred to above is as follows:) 
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Mr. Sprecer. Home building is traditionally a business of sharp 
cyclical swings. If, during the next year, economic conditions should 
be such as to start it on a serious downturn, it would not easily be 
reversed, 

The well-being of the home building industry is so important to 
the national economy that this cannot be allowed to happen. In 
1952 the industry directly accounted for over $11 billion of production 
in the national economy and indirectly for another estimated $2%; 
billion in land and developmental activity and in many related items— 
including such things as new furniture, household equipment and 
furnishings, radio and television sets—which are usually acquired 
when a new home is bought. 

Failure to adjust the FHA downpayment schedule at this time 
would seem to us to be taking an unwarranted gamble with the 
future. If the trend should continue downward, the consequences 
of failure to provide remedial measures at this time would have grave 
repercussions on the home building industry and on the economy for 
which home building is one of the main props. 

We, therefore, strongly urge enactment at this time of amendments 
to the National Housing Act (1) to provide lower downpayment on 
FHA loans and (2) to permit the 30-year term to apply on loans up 
to $10,800, while allowing administrative discretion to refrain from 
use of such revised terms until circumstances require. 

Mr. Chairman, we have taken the liberty to prepare a suggested 
amendment to the National Housing Act, which appears on page 12, 
and I would like to read that proposed amendment now. 

We suggest amending section 203 of the National Housing Act 
as amended by adding at the end thereof the following: 

Notwithstanding the provisions of subsection (b) of this section 203, if the 
President shall determine it to be desirable in order to maintain a stable economy, 
a mortgage shall be eligible for insuranee under this section if the original prin- 
cipal obligation thereof does not exceed an amount equal to the sum of (i) 95 
per centuim of $8,000 of the appriased value and (ii) 80 per centum of such value 
in excess of $8,000 and not in excess of $15,000 and (iii) 60 per centum of such 
value in excess of $15,000, or an amount equal to 80 per centum of the apparised 
value, whichever is the greater. Any such mortgage which does not exceed 
$10,800 may have a maturity not to exceed thirty vears. 

We suggest the attached amendments for your consideration and 
urge their immediate enactment as a wise preventative measure. 

For. the same reasons, we also urge that language be included in 
the bill to adjust the limits on FHA, Title 1, section 8, under which 
private industry provides homes in the lowest price brackets. The 
National Housing Act presently provides a statutory limitation of 
$4,750, which will finance a $5,000 house, which is, of course, an 
impossibly low figure in today’s market. We suggest that it be raised 
to $5,700 which will provide for a $6,000 house. 

As to what is in the bill, the most important provision, in our 
opinion, is section 6. This provides for certain amendments to the 
National Housing Act with respect to operations of FNMA. Under 
these amendments, FNMA could operate the so-called one-for-one 
plan on a workable basis. It is our considered opinion that this 
device would go far toward stabilizing the present mortgage market. 
It would restore FNMA to its original function as a backstop to the 
market for use only in those areas where there is temporary shortage of 
private funds. At the same time, it would accomplish a substantial 
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reduction in FNMA’s existing portfolio at the best terms for the 
Government and, in fact, at terms somewhat above the actual market 
price for its portfolio. 

Vast areas of our country are not adequately supplied with local 
lending capital and must import mortgage money from the large 
centers of capital. INMA, properly operated, is necessary for that 
purpose. 

As the committee knows, under the “one-for-one” plan, FNMA 
would issue a “purchase receipt’? covering purchase from it of a 
stated dollar amount of mortgages. The purchase receipt would 
qualify the purchaser to sell to FNMA, within | year, an equivalent 
amount of FHA or VA mortgages under such regulations as FNMA 
might preseribe. 

This plan has been in effect on an experimental basis and has met 
with considerable success. It has not developed its full potential 
because of the statutory limitations which presently restrict sales to 
FNMA to 50 percent of a seller's VA originations and 25 percent of 
FILA originations since a certain base date, and which prevent FNMA 
from committing itself to accept mortgages eligible at the time of 
issuance of the purchase receipt. 

We believe the amendments would have a healthy effect on the 
mortgage market and would also be in the best interest of the Govern- 
ment. While tending to stabilize the market, it would enable FNMA 
to upgrade its portfolio on a highly favorable basis by exchanging its 
holdings for loans bearing the present 41s-percent rate. 

It should be borne in mind that the one-for-one operation does not 
involve any appropriated funds. It simply grants permission to 
FNMA to revolve its existing mortgage holdings. We feel, therefore 
that Is is unnecessary to impose the $200 million limitation established 
in section 6. The purpose of the one-for-one plan is to create a climate 
of stability required for mortgage lending. If the plan works at all, 
$200 million will prove so low a limit as to create the very conditions 
of spasmodic operation which it is the purpose of this section to avoid, 

We feel that the 1-for-1, plan will prove so desirable in the inter- 
est of upgrading FNMA’s portfolio at a profit and thus offsetting its 
present paper loss, that the entire fund should be permitted to revolve 
as rapidly as the mortgage market will permit. However, if the 
Congress desires to reserve the opportunity of taking a second look at 
this program after a testing period, we suggest the limit be net less 
than $500 million. 

While I am before you, I would like to take a few minutes to bring 
to vour attention the efforts we in the National Association of Home 
Builders have been devoting to the future of our industry and its role 
as an important factor in the national economy. <A committee of the 
leaders of the industry devoted many months of thought to the devel- 
opment of what we call our six-point program. Briefly, this compre- 
hensive program is designed to— 

(1) Improve the mortgage market; 

(2) Provide the necessary tools for continued high productivity 
of housing, including not only revision of downpayments and 
the other items I have suggested but also our suggestions for 
rental housing and for 2- to 4-family structures, and adjust- 
ment on mortgage percentages on sale of existing homes; 
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(3) Make effective what we call the trade-in housing program; 

(4) Provide for the new conditioning of existing owner- 
occupied and rental properties by revision of section 207 by a 
new section 9 of title I, and by consideration of the so-called 
open-end mortgage; 

(5) Provide for the rehabilitation of slums through the en- 
forcement of municipal health, sanitation, and building codes: 
and 

(6) Provide for slum clearance and urban redevelopment. 

The total program represents our best judgment of what is abso- 
lutely essential to a healthy home-building industry and for the 
preservation and improvement of the existing inventory of homes 
which has been valued at $300 billion—or almost one-quarter of the 
Nation’s total estimated current wealth of approximately $1,300 


_billion—and absolutely necessary for the continued high employment 


of the tremendous army of construction workers and those whose 
jobs depend on construction, 

I have some copies here, Mr. Chairman, of our so-called 6-point 
program which I would be happy to distribute to members of the 
committee, 

As a matter of fact we are presently printing the comprehensive 
program which will be distributed to all Members of Congress, and I 
would like to offer that for the record as well, Mr. Chairman. 

The CuarrmMan. Very well. 

(The information referred to above, appears at p. 86.) 

Mr. Deane. Mr. Chairman, | am sure if Mr. Rains were here, he 
might ask the question if your committee gave any thought to any 
type of a warranty. 

Mr. Spiecet. We have given considerable thought to that, Mr. 
Congressman, and as a matter of fact, Mr. Rains, himself, has com- 
plimented our association on some of its activity in that direction. 

Mr. Deane. He mentioned that yesterday. Would you include 
some statement about it for the record? 

Mr. Sprecet. | would be very happy to do that. We have in use 
now, by the greater majority of the members of our association and its 
affiliated local associations, a form of service policy, which has been 
adopted, and a maintenence booklet, and there are various forms of 
that booklet. I have one of them here. Here is a copy of our service 
policy which we have endorsed and which we have suggested, which 
many of our member associations use, together with this maintenance 
booklet, which describes the maintenance of the problems that may 
develop through home ownership, and the suggestion that we make for 
proper care and maintenance of a new home. 

Mr. Deane. And you are using that in some areas now? 

Mr. Sprece. Very, very effectively. 

Mr. Deane. Has that cost been passed on to the homeowner? 

Mr. Spiecet. There is no cost involved in the use of this particular 
type of agreement. This is strictly a voluntary operation. There is 
nothing mandatory about this, and it has been widely adopted and 
very successfully. 

Mr. Deane. How is it used? 

Mr. Sp1ecev. Well, it is used simply in this manner, Mr. Congress- 
man. At the time of closing of the title to the particular house pur- 
chased, the builder delivers to the purchaser this certificate, together 
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with this booklet, which advises him on the little items that he ought 
to know about in connection with the proper care and maintenance of 
the home, and as a matter of fact some of them have been expanded 
way beyond this, to include even the delivery to the purchaser of a kit 
of tools, and it has been very, very useful and very successfully used. 

Mr. Deane. How does it affect a fellow with a sagging wall? 

Mr. Sprecer. Well it won’t help him much. He can’t do much 
about it, but in those cases we have our builders go in and take care 
of that particular situation. Those matters are being handled. We 
have been policing our own industry; we have been educating our 
own membership as to the responsibility they have in connection with 
the construction and sale of homes. 

Mr. Dotuincer. Will you vield, Mr. Deane? 

Mr. Deane. I yield. 

Mr. Dotuincer. Who stands behind that service policy, the builder 
himself? 

Mr. Sprncen. Yes. 

Mr. Douuincer. That isn’t any more than his own agreement with 
the person for whom he is building the house? 

Mr. Sprecenr. Well in addition to that, Mr. Congressman, the 
builder has a responsibility, if he uses FHA or the VA vehicle, where 
they would require him to make that repair. 

Mr. Dotiincer. Yes; but he has that responsibility regardless of 
whether he gives a service policy? 

Mr. Spincen. He may not. He may only have the responsibility 
that goes with the use of the FHA-insured mortgage or the VA-insured 
mortgage. 

Mr. Dotiincer. The impression I got was that when the builder 
gives the person that service policy, it indicates to the person for 
whom the house is being built that he represents that he has a good 
house and that if there are any defects he will correct them. That is 
the impression I got when you said he gives a policy at the time of 
closing. 

Mr. Sprece.. That is correct. He also does that, Mr. Congressman, 
at the time he gets his commitment from FHA or VA to the effect 
that that house will be built substantially in accordance with the 
plans and specifications. 

Mr. Doutincer. That is outside of the policy. It has nothing to 
do with the policy? 

Mr. Sprecei. That is correct, but he backs it up with this. 

Mr. Douuincer. | don’t think that is of any use at all. I think 
that representation carries through when he gives him the contract 
to build the house. What Mr. Deane had reference to and what we 
were discussing vesterday was some sort of an insurance policy or 
bond or some security, for a certain fixed amount, so that if a builder 
doesn’t come in within the specified time to correct certain bad aspects 
of construction, that the person for whom the house was built would 
be able to go to some responsible authority and get that corrected. 

Mr. Sriecen. Mr. Congressman, may I say this, that if some such 
tvpe of agreement or warranty is used, as suggested, if it be imposed 
on the builders who use these FHA or VA mortgages, it would drive 
many builders away from building houses for that type of population. 

Mr. Dotuincer. We are not talking about the reputable builder. 
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There is no protection needed against him because he will fulfill his 
obligations. 

Mr. Sprecet. How are you going to distinguish between them? I 
think we have been weeding out the men from the boys in this in- 
dustry. 

Mr. Do.tuincrer. We found in our investigation that there were 
many builders who didn’t meet their obligation, and gave the people 
sagging walls, housing with water in basements, and so forth. 

r. SpreGeL. There is in my judgment a very effective method of 
controlling that through administrative action by FHA and VA. 
Those very builders can no longer apply to FHA and VA for insurance 
or guaranteed mortgages. They are put on some sort of blacklist. 

Mr. Dou.inGrr. Last year that was my observation, that there 
were some builders who did those things and they still were able to do 
business with FHA. Whose responsibility it was I don’t know, but 
there were some such instances last year. 

Mr. Sprecet. Well they are very, very few, I am sure. 

Mr. Deane. I would like to point out that our committee found 
representatives of vour association, Mr. Spiegel, very cooperative in 
our hearings—at least those that I was able to attend. I think your 
problem, and the problem facing the committee, and that facing the 
agency, is in trying to not curtail the operation of the small builder 
or operator, as you say, separating the boys from the men, who feel 
they are entitled to build houses, yet who may not be fully qualified 
to carry on and do the job. Isn’t that about true? 

Mr. SpreGet. There have been a number of people—we have called 
them pickle packers, we have called them Johnny-come-lately’s, these 
fast-buck operators 

Mr. One-shot builders. 

Mr. Sprecex. One shot builders, you are quite right, Mr. Congress- 
man, who have come into this business on the theory that the market 
being what it was, they were able to put anything over on the public. 
By and large I think you will find that those builders are now out of 
business, because the FHA has caught up with them, the VA has 
caught up with them, and we have caught up with them. 

We have made every effort to drive these men out of the business 
and where we know people have had no background in this business, 
those of us who are in it and earn our bread and butter from it, try 
to pass that information on to the FHA and VA, to avoid their being 
given commitments. 

Mr. Deane. I draw from your statement then, Mr. Spiegel—and I 
am not trying to create a monopoly for your membership—that the 
FHA organization should be very, very careful in approving builders 
for projects under the Housing Act? 

Mr. Spiecex. | don’t see how that can be done, Mr. Congressman, 
This is still a democracy, and | think that anybody who feels that he 
has an opportunity to get into the business should be permitted to do 
so, but I think he should be scrutinized carefully. 

Mr. Deane. That is what I am saying. 

Mr. Sprecen. Exactly. I think that should happen. We as home 
builders, as an organization, can’t control that. 1 think that there are 
effective methods, through FHA, however, 
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For example, before you apply for a commitment with FHA, vou 
must indicate your background of experience in this business. This 
is required. 

Mr. Deans. I am sorry to have interrupted your statement, but 
I wanted to bring in that idea of some type of warranty at this spoint. 

Mr. Sprecen. Well, we are very definitely opposed to the imposition 
of any type of warranty. We think it is going to hurt rather than 
correct the situation. Tam very happy to supply the information 
I can, however. 

Mr. Hiesranp. Mr. Spiegel, what percentage of builders are using 
this ser vice policy? 

Mr. Sprecen. I would say the vast majority of our builders, at 
least 75 5 to 80 percent are using it. 

Mr. Hrestanp. Of your members? 

Mr. Springer. Of our own membership. 

Mr. “‘Hinstanp. And of the building industry, what percentage 
does that represent? 

Mr. Sprngei. We don’t know. There is no one ever been able to 
furnish statistics as to the exact number of home builders in the 
United States, but I think that we represent a very fair percentage 
of the total number of home builders. 

Mr. Hresranp. You wouldn’i sav it was 80 pere ent? 

Mr. Sprecer. We claim, of course, as you know, that we build 80 
percent of all the residential home building of the country. 

Mr. Berrs. Do you have a copy of that service policy? 

Mr. Sprece.. [ have one here and I would be happy to offer copies 
to the members of the committee. 

Mr. Dotumncer. Can we put that in the record? 

Mr. Sprecer. Certainly, | will offer it for the record. I believe 
Mr. Rains’ committee has copies of that, along with copies of the 
type of agreements used by many of our local associations and the 
types of booklets. 

(The service policy referred to is as follows: ) 


HoMEOWNER’S SERVICE Pouicy 


1. We hope vou will be happy in your new home. It has been constructed in 
accordance with accepted home-building practices. It has been inspected by our 
trained personnel and, where required, by the building department of the munici- 
pality in which it is situated. 

2. As a matter of policy we will, upon written request to our office at the address 
appearing on this service policy, made within 6 months from the date of delivery 
to vou of title to this home (subject, however, to paragraph 4 below), inspeet your 
home as promptly as possible; and, where shown by sueh inspection to require 
adjustment by reason of defects in workmanship or material, we will make reason- 
able and necessary repairs or adjustments without cost to you. 

3. A Manual of Suggestions on the care and maintenance of your new home is 
given you with this service policy. Please read it carefully. It will help you to 
understand the minor adjustments to most newly construeted homes necessary in 
their first few months. It will aid you in the proper care of your home so that its 
value may be preserved for a long time. Specific reference is made in the manual 
to the extent and duration of such responsibility as manufacturers or others may 
have for the work done or equipment installed by them. 

This homeowner's service policy is nontransferable. Any obligation under 
it terminates if the property is resold or shall cease to be occupied by the home- 
owner to whom it is originally issued. 

5. This homeowner's service policy and accompanying manual conforms with 
the standard requirements of the National Association of Home Builders and its 
affiliated local association. As a condition of membership in these associations, 
we have pledged ourselves to build good homes and to abide by the Home Builders’ 
Code of Ethics in the conduct of our business. 
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Mr. Douuincer. Mr. Spiegel, I find no fault with that service 


‘agreement or warranty, because we don’t need any more from the 


reputable builder. For the one-shot builder we need something more 
than = an agreement, 

Mr. Sprecer. Don’t vou agree that competition is going to drive 
those out of business? They can’t stand up against the type of 
thing we are doing. 

Mr. Doutincer. That is right, but with the housing shortage we 
have now they will tke any kind of a builder that comes in and gives 
them an offer of a house. 

Mr. Sprecen. I beg to disagree with you, Mr. Congressman. | 
don’t think we any longer have a housing shortage. 

Mr. Douiincer. I think | differ with vou in that respect. But if 
you have a builder who will give the public a seven- or eight-thousand- 
dollar house, which is practically impossible, the public will run to 
him. And may be stuck later. 

Mr. Sprece.. Well, 1 don’t like to point this out but I think many 
of you may have read this in the W ashington Post, shortly after 
President Truman moved into the remodeled and renovated White 
House, and we have a headline here, “Leaking Roofs Among New 
White House Ills,” and it points out a number of thines and | think 
you gentlemen very well recall the tremendous amount of money that 
was expended in the alteration of the White House. Those things 
will happen in any new house. 

Mr. Doutiincer. You might be right but as Congressman Polling 
says, “Caveat emptore.”’ 

‘Mr. Sprecet. | think we recognize our responsibility, Mr. Congress- 
man, and we have been doing a very effective educational job with 
our members as well as with the buying public. 

Mr. Hays. Why would any reputable builder be driven out of the 
market by guaranteeing his product? I can’t follow your reasoning 
there. 

Mr. Sprecer. Simply because, Mr. Congressman, he doesn’t like 
to be told that he has got to do something this way or that way. If 
he is going to use the vehicle of FHA or VA insurance e, and be required 
to furnish a mandatory warranty, he will then go into the type of 
conventional financing where he is not required to do it, and if he is a 
reputable builder, he will do these things anyhow. Most of us have 
done it. Some of us have guaranteed our homes for 10 years. 

Mr. Hays. You thwart your own argument then. If he is reputable 
and will do it anyway, I don’t see what hardship it is. How much 
policing does FHA do to see that the product is good? 

Mr. Sprecen. Very, very considerable. [ think their method of 
handling this matter of complaints over their experience of 18 years 
has been very generally satisfactory. 

You do have the human element involved and occasionally you 
might find some inspection that was made carelessly or something 
of that sort, but by and large, the methods employed by the FHA 
over a period of 18 years, have been very, very satisfactory. And 
very effective. 

Mr. Hays. Well if a member of your association takes a contract 


‘to build a house for me, according to my plans and specifications, 


that an architect has provided, will they put that in the contract, 
that they will deliver the finished product according to these 
specifications? 
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Mr. Sprecex. Very definitely. 

Mr. Hays. Or do they just say they will build the house the blue- 
prints call for? 

Mr. Sprecet. No, sir. I am sure most of these contracts provide 
that they will build the house in accordance with the plans and 
specifications. 

Mr. Hays. I am interested, because I am trying to build a house, 
and the contractors say, ‘‘We will build it but you will have to throw 
those specifications in the fire. We won’t be bound by them.” 

Mr. Sprecet. Well then you ought to find another builder. That 
is the only suggestion I can make because a reputable builder will do 
it on that basis and if there are any changes or corrections he will 
discuss it with you and get your approval. That is the normal process 
of doing business. 

Mr. Hays. Well I have a good architect and if I can find somebody 
who will comply with his specifications, I am not worried. 

Mr. SpreceL. What town are you hoping to build in, Mr. Congress- 
man? 

Mr. Hays. Flushing, Ohio. 

Mr. Sprecet. Well maybe we can help you find a reputable builder. 

Mr. Hays. I am not asking you to do that but I am just interested, 
because of my own experience, to know how far this thing can go. 

Mr. Sprecet. I am very certain, Mr. Congressman, that you will 
find that a reputable builder will be only too happy to execute an 
agreement which provides that your house be built in accordancée with 
the plans and specifications. But that is entirely different, again, 
from the imposition of a warranty, entirely different. That is a 
matter of contractural relationship between you and your builder. 

Mr. Hays. An automobile salesman who sells you a car gives you 
a 90-day warranty. 

Mr. SPIEGEL. Hove you ever examined that warranty very care- 
fully, Mr. Congressman? This service policy being distributed now 
was taken from the form of warranty supplied with the purchase of a 
Cadillac automobile. I think all of us are pretty generally agreed 
that you will find very few better cars than a Cadillac. 

The Cuairman. I think we had better let Mr. Spiegel proceed with 
his statement and then we will ask him questions. 

Mr. Brown. Mr. Spiegel, I received a telegram from Mr. Ben 
Smith, Sr., of Atlanta, Ga., in regard to the Veterans’ Administration 
regulation of May 18 on fees and charges. Do you care to comment 
on it? 

Mr. Sprecet. Mr. Congressman, if you don’t mind I am going to 
refer to that later in my testimony, and I would be very, very happy 
to discuss that with you. ‘That is a very serious situation. 

Mr. Brown. Very well. 

The CHarrMAN. "Non may proceed, Mr. Spiegel. 

Mr. Sprecet. We were hopeful that all of these suggestions could 
obtain your consideration at this session but, of course, I realize that 
this is not now possible. At the proper time we would like to discuss 
these long-range proposals with this committee. 

At this time, however, I suggest that you consider carefully the 
likelihood that lower FHA downpayments will be essential before the: 
next session of Congress, and I urge with all the sincerity and convic- 
tion I can command that you enact the amendments I have suggested. 


| 
| 
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I would like to call to your attention the current issue of Life 
magazine, which contains an editorial entitled “Give Me Land, Lots 
of Land,” and I would like to ready briefly from that editorial as 
follows: 

First, the Federal Housing Administration has one curious regulation that needs 
changing. Down payment requirements are the major obstacle to wider home 
ownership. To encourage cheap housing, FHA set the downpayment for a 
$7,000 house at only 5 percent, or $350, but this requirement rises steeply with 
the price of the house, so that the downpayment on a $12,000 house is nearly 7 
times as much as that on a $7,000 house. Surely it is bad policy thus deliberately 
= downgrade home buyers and discourage the taste for amplitude and good 
iving. 

I am happy to report that we have gotten some sheets of that Life 
editorial, that I would be glad to distribute to the members of this 
committee. 

In addition, I think it in order to call to your attention the subject 
of VA fees and charges which, strictly, speaking, is not before your 
committee but which was brought before the Senate Banking and 
Currency Committee by Director T. B. King of the Veterans’ Admin- 
istration Loan Guaranty Service in his testimony on S. 2103, the 
companion bill to the one before you. 

Mr. King called attention to his May 18 revision of the regulation 
governing fees and charges and stated that this revision was neces- 
sitated by section 504 of the Housing Act of 1950. 

We agree with his statement that this regulation is an additional 
impediment to GI lending at a particularly unfortunate time. 

Our telegraphic survey, to which I have referred earlier, clearly 
demonstrates that in many areas this regulation has unnecessarily 
aggravated the mortgage situation. Many builders indicate that 
by the end of this month layoffs of construction labor will begin as 
they suspend further operations. 

The revision of May 18 completely eliminates warehousing arrange- 
ments which are an established part of mortgage lending and are 
necessary in many areas in order to obtain construction loans. 
Further, the regulation has the effect of driving out of the market 
that very sizable group of mortgage lenders which originate loans 
for sale to secondary investors, since it requires in effect that the 
market accept GI loans at par or run the risk of criminal prosecution. 
In this respect it favors direct lenders, such as savings banks and 
savings and loan associations, which do their own servicing locally 
in contrast to those lenders which must rely on the resale of loans to 
the secondary market. As the committee knows, a very considerable 

art of the total residential mortgage lending originates through 
ocal mortgage companies which resell loans to investors. This 
branch of mortgage lending has practically withdrawn from the 
market with respect to VA loans subject to this regulation, 

If prices of Government bonds and other securities are left to move 
in a free market, it is impossible to fix the price of GI loans at par, as 
this regulation attempts in effect to do. Mortgage loans are subject 
to exactly comparable market considerations as affect all forms of 
long-term credit. 

We do not believe that the Congress in enacting section 504 intended 
that any regulation issued under it would have this severe effect. We 
believe that Congress intended to eliminate excessive or exorbitant 
charges and not to fix by legislation the price of the loan in the money 
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market. The forces of supply and demand for mortgage money fix 
its prices in a free market exactly as the same forces fix the prices of 
lumber or brick or any other component of the cost of a house. — If 
builders are not permitted access to mortgages selling at the going 
market price, then the only alternatives are: (1) to stop building for 
veterans; (2) for the Congress to authorize FNMA to resume its 
purchases of GI loans in order again to support them artificially at 
ar, or (3) to expand the direct lending program tremendously. 
Snunieration of these alternatives suggests the only possible answer, 
the price of GI loans should be left to the market place and not fixed 
by administrative edict. 

We have suggested to Mr. King that the regulation should be 
revised to apply only to the fees and charges made by the lender and 
expressly to recognize that a lender who passes on to the builder the 
proceeds of a resale of the loan to a secondary investor is in con- 
formity with the regulation, provided that he makes full disclosure 
to the Veterans’ Administration of the price received by him for the 
loan and the name of the secondary lender to whom he has sold it. 
We feel that the disclosure provision will act as the protection against 
abuses, which in our opinion section 504 was intended to curb, and 
will provide the VA with accurate data on the condition of the 
mortgage-loan market. 

(Suggested revision referred to above is as follows:) 


SUGGESTED Revision OF VA FREES AND CHARGES SCHEDULE 


Change paragraph C to read: ‘Any charge or fee which results directly or in- 
directly in the imposition upon or absorption by the builder or other seller, or the 
veteran, of any cost of obtaining mortgage financing in addition to or in excess of 
those amounts expressly authorized or allowed by this schedule is hereby expressly 
prohibited pursuant to the provisions of section 504 of the Housing Act of 1950, 
as amended, provided that an originating lender shall be in compliance with this 
schedule, if such lender disburses to the builder or seller or veteran the net 
proceeds of the sale of the mortgage by such lender to a permanent investor, less 
fees and charges permissible hereunder, nor does this schedule preclude reasonable 
and customary charges for bona fide real-estate-sales brokerage. VA form * * * 
shall, in addition to a statement of fees and charges collected by the lender from 
the builder, seller, or veteran, include a statement certified by the originating 
lender of the mortgage amount disbursed and that such amount is not less than the 
net proceeds received by the originating lender from the sale of such mortgage to 
the permanent investor named in such certification. 

‘For purposes of this schedule, the proceeds of any warehouse, repurchase or 
other similar agreement for the temporary disposition of the loan shall be consid- 
ered a sale and shall be reported by the originating lender in its certification, but 
the lender shall remain obligated to submit an amended certification at such time 
as the loan is finally disposed of to a permanent investor. 

“KE. Nothing in this schedule shall be construed in any way to impair or affect 
the guaranty or insurance.” 

In addition to this revision of the schedule the builder’s certification should be 
changed by inserting after the word “absorb” in the first sentence the words 
“directly or indireetly’’ and eliminate the entire second sentence. 


Mr. Sprece,. Mr. King has stated that he feels that he cannot 
withdraw or revise the regulation even though he conceded in his 
testimony it is having a depressing effect on GI lending. We suggest 
that this committee advise him of its interpretation of the intent of 
the act and that it was not intended that administrative regulation 
under section 504 should attempt to fix the market price of the loan 
but should be restricted to the elimination of excessive fees and 
charges. 
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Legislative action, in our opinion, is not required for this. 

Does that answer your question, Congressman Brown? 

Mr. Brown. Yes. 

Mr. Sprecet. I might point out, Mr. Chairman, that Mr. King in 
his testimony before the Senate Banking and Currency Committee 
the other day said that he was not satified with the impact of that 
regulation. 

The CHarrman. Why did he change it in the first place? He 
changed in the first place because a couple of members of the Vet- 
erans’ Affairs Committee claimed that they were conducting rackets 
under it, and they insisted that it be changed. 

According to my interpretation of it the only way it can be cor- 
rected is to convince those two gentlemen that it is not a racket. 
Either that or write section 504 in such simple language that Mr. King 
will feel obligated to do what we intended to do notwithstanding the 
protests of two Members of Congress. That is the gist of the whole 
situation. 

I feel that he can do it, with the full support of this committee, 
notwithstanding the criticims of these two members of Congress. 
The VA program worked before this regulation. It is frozen stiff 
right now, because he put in the regulation. 

I am told, also, that that regulation was made as a protest against 
the increase of veterans’ interest rates. If that is going on, there 
isn’t anything for this committee to do but to take cognizance of it 
and write the language in such simple form that even the adminis- 
trators of the VA Act will know what we are talking about. 

Mr. Spregen. | think that is fine, Mr. Chairman. 

Mr. Deane. Mr. Chairman, right in that connection, | have here 
before me a story in the June 14 Washington Post, involving a hearing, 
I assume, that is being conducted by Congressman Avres, of a House 
Veterans’ Subcommittee. He goes on to say: 

We want to find out with what authority the directive was issued. It seems 
to me that it was issued possibly in a spirit of revenge. 

Then it quotes Frank W. Kelsey, Assistant VA Administrator: ‘So 
far as retaliation is concerned,” he said, “that just isn’t so.” 

This news story quotes Congressman Teague, and the protests that 
he has received, and then Kelsey further pointed out that VA home- 
loan applications have remained steady for the past few months and 
that requests for home appraisals were up last month over April. 

That, he said, was a sure barometer of how the GI mortgage pro- 
gram was going. 

Then he referred to the interest-rate increase. 

lam not saying this to inject a note of controversy, but it does seem 
to me we ought to pin the responsibility where it belongs. 

The Cuarrman. As I understand the situation, after the mortgage 
is made, after it has been sold, under the regulation, it can’t be sold 
for more than 1-percent discount, otherwise they go to jail. 

Mr. Sprecet. The 1 percent which the veteran is permitted to pay 
under the regulation, ves. 

The CHarrMan. Now, the regulation, in that particular, or the sale 
of the mortgage at that point, has no relationship to what the mort- 
gage has cost the veteran? 

Mr. Absolutely not. 
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The Cuarrman. So it is none of our business what they do in the 
mortgage market unless it affects the veteran, himself. 

Mr. Sprecer. That is exactly our point. ; 

The Cuarrman. If a mortgagee wants to take a loss on it I don’t 
see why he should not be entitled to do it. 

Mr. Spreceu. That is exactly it. 

To summarize, therefore, Mr. Chairman, we are suggesting: 

(1) Elimination of the $200 million limitation in section 6; 

(2) Provision to the President of power to reduce FHA downpay- 
ment requirements if he shall determine it to be desirable at some 
future time in order to maintain a stable economy, and to apply the 
30-year maturity to any loan not exceeding $10,800; 

(3) Raise the maximum mortgage limit under title I, section 8, from 
$4,750 to $5,700; and 

(4) Clarify (by appropriate statement in the committee report 
rather than by legislation) the intent of section 504 of the Housing 
Act of 1950 to remove the obvious misapprehension on the part of the 
Veterans’ Administration that this section requires it to fix the price 
of VA loans at par. 

That completes my report, Mr. Chairman, and I have attached to 
the testimony a suggested proposed FHA formula, the suggested 
amendments to the section 203 of the National Housing Act, and the 
proposed amendment with respect to title I, section 8. 

The CuHarrman. Mr. Spiegel, what has slowed up the sale of new 
properties? 

Mr. Spreceu. Slowed up the sale of new properties? 

The CuarrMan. Yes. You made the statement that we no longer 
have a housing shortage. 

Mr. Spreces. That is correct. 

The Cuarrman. Is it correct that the market in veterans has been 
saturated? 

Mr. Sprecev. I think this, Mr. Chairman: we no longer have 
the same demand for houses that we had as a result of the shortage 
created by the war period, and as we were coming out of the depression 
period, and so on. I think by and large we have caught up with the 
shortage, in most areas of this country. There is still a great de- 
mand—I think there may be some confusion as to the distinction 
between a housing shortage and a demand for housing—there are 
millions of people in this country who still want a new home, but who 
because of the restrictions imposed by these FHA downpayment 
schedules, the difficulties involved in obtaining the right type of 
financing, their inability to make the large downpayments, and so on, 
are prevented from purchasing a home. 

The Cuairman. I don’t want to be trite about the fact, but there 
are a lot of people who would like an automobile. If they can get the 
downpayment on an automobile they would like an automobile. But 
without some assurance that the equity is going to be increased in 
those appliances, without some assurance that the equity in a home 
is going to be increased by the purchaser to a point where the Govern- 
ment, through its insurance policy, won’t take a terrific loss if we are 
oversold in the market, that is our problem. Of course everybody 
wants better homes, better appliances, and better automobiles. So 
if we make the credit thin enough, and spread it over enough time, 
everybody can have temporarily, at any rate, all these luxuries. 
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Mr. Sprncev. I think we should be proud of the fact that we have 
the highest standard of living in the world, Mr. Chairman, and | think 
this, too: As you know, the downpayments on the purchase of a new 
automobile have been low and are low and have been for many, many 
years. As a matter of fact, you can purchase refrigerators and many 
household appliances today without any downpayment. You require 
nothing down. Some of them extend credit terms even beyond that. 
They give you 3 months without any required monthly payments. 

But the fact is that on a home they have not changed the down- 
payments under the FHA program in something like 15 to 18 years. 
They have made minor adjustments, but have done nothing to change 
that present schedule of downpayments which requires a man to have, 
say, on & $12,000 house, 4 to 5 times the required downpayment on a 
similar house just before the war. 

The Cuatrman. How many homes do you think that the industry 
can build and the economy can absorb safely without so saturating 
the market as to cut back home production? 

Mr. Spieceu. I think anywhere between 900,000 and a million 
homes per year, Mr. Chairman. 

The CuarrmMan. Do you think the economy could stand very long 
the construction of 2 million homes a year? 

Mr. Sprecer. Did you say 2 million? 

The CuarrMan. Yes. 

Mr. Sprecex. I don’t think it can stand 2 million at this time; no, 
sir. 
The Cuarrman. I think the industry took the position that it 
could withstand the pressure for about 5 years, at the rate of 2 million 
homes a year, and then there wouldn’t be any home building to speak 
of because it would so saturate the market. 

Mr. Sprecex. I don’t believe we ever stated that we felt we could 
stand 2 million homes for a period of 5 years. I think that it was one 
of the economists in the last administration who pointed out that 
something like a million and a half to 2 million homes could be built 
for possibly a period of 5 to 10 years, and could be absorbed into the 
economy. 

We feel that approximately a million homes a year can be very well 
absorbed in our present economy. Without it, of course, there would 
be quite a bit of suffering in the economy in our judgment. 

The CuarrmMan. Do you have any survey on how many of the large 
metropolitan areas in the United States are considered overbuilt 
now? 

Mr. Sprecet. I don’t believe we have any such survey, Mr. Chair- 
man; no. We do get reports from our areas that because of the cur- 
rent mortgage situation that there will be some cutbacks. 

The CuarrMan. We are speaking of home ownership now, and the 
desirability of home ownership. The demand for homes has been 
saturated, they say, and we see the building of a great many large 
apartments. According to my standards apartments are not homes. 
People live in them, of course, but I think most of the apartment 
dwellers live in them hoping eventually to get a home of their own. 

Do you think that many of these localities are overbuilt with re- 
spect to apartments? 

Mr. Spreceu. I don’t believe so, from our reports, Mr. Chairman. 
There still is a considerable demand for rental housing units, and,as 
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a matter of fact, in talking about our six-point program we have 
some suggestion for the improvement of certain sections of the Na- 
tional Housing Act, which will encourage—— 

The CuatrmMan. My house is 10 miles from the Capitol in the north- 
west section, and in the last year I have seen ‘For sale’’ signs grow 
and grow, and it seems to me that 2 or 3 houses have had ‘For sale” 
signs on them for nearly a year. It may be that they want too high 
a price. 

Mr. That may be. 

The Cuatrmin. But these “For sale” signs can be seen most any- 
place so we conclude that property is moving slowly. Is that due 
to a meeting of demand, or what is the problem? 

Mr. Sprecer. It may well be. In this area there has been intensive 
building, as you know, and vet | do knew that many housing projects 
have been built in this area and are selling satisfactorily. It depends 
on the price bracket. 

Our emphasis and suggestion with respect to these lower down- 
payments emphasizes the need for assisting those of modest incomes. 
We are not thinking about the $25,000 or $50,000 home buyer. We 
are thinking about the so-called forgotten man, the man who has had 
no attention from us to speak of since the war period, when most of 
our efforts were directed to help the veteran. 

The CHarrmMan. | thought we might be getting down to the lowest 
cost field so that it wouldn’t be necessary for the Government to 
continue the Government housing program, because of plans to get 
the construction of homes down within the range of the low-income 
buver. 

Now, you come in and ask for 2 decrease in downpayments, and 
longer amortization, You say you can’t build cheaply enough to 
meet that market. 

Mr. Sprneer. Well, I think our suggestion with respect to title I, 
section 8, which is the one medium we have for providing housing for 
the very lowest income groups, will be very helpful in that direc ‘ion, 

The CuatrMan. We have been very proud of what you builders 
have been doing in that field. Frankly, it is a little disappointing to 
me that within the last 2 weeks you have come in here to ask for these 
lower down payments and a longer period of amortization, which to 
many of us has a little inflationary tinge, and here we are trying to 
stabilize the economy, and we have announced that we are not going 
to accept inflation as a matter of Government policy. 

Is it a question of the right hand not knowing what the left hand 
is doing? 

Mr. Sprecet. Mr. Chairman, it is our position, our very considered 
judgment, that we must prepare for some eventuality in the future. 
None of us has a crystal ball. None of us can predict what the possi- 
bilities of the next situation might be. 

The CuarrMan. You come in right now, as I understand, because 
you fear there will be some cutback from inflation to stability, which 
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would mean, to us, lower costs, and lower prices. You have never 
found it necessary throughout the vears in indulging in this program 
until now, and with all this talk that has been going around about 
recession and possible deflation, which is not borne out by the records 
this month the economic income is the highest that has ever been 
enjoved in this country. I think we should consider seriously what 
vou claim, lowering of down payments and extending of amortization 
periods, is what contributes in the long run to inflation. The alterna- 
tive to inflation is not depression. 

Mr. Sprecet. Mr. Chairman, we account for the high rate of pro- 
duction, not only of our industry but of all industry, as a result of 
planning that was made not just this last week or last month but last 
year and possibly 2 vears ago. A lot of this planning requires many, 
many months of preparation. 

The Cuarrman. Can't vou plan better if vou have a stabilized 
economy? 

Mr. Spiecen. We think we have it now, Mr. Chairman. 

The Cratrman. Well, there are certain factors that we recognize, 
that we haven't accepted vet, which we hope to be able to accept, 
which will result in a stabilized economy. 1 don’t think vou can say 
at the present time that we have a stabilized economy. We are ap- 
proaching it. We are going through a transition period, right now, 
towards a stabilized economy owe hope. We don’t want to develop 
any psychological factors that will throw that out of balance and over 
the precipice. 

Mr. Sprecen. Mr. Chairman, that is why we have suggested this 
amendment, which would give the power to the President, not today, 
necessarily, but at such tune as he deems it necessary, to maintain 
a stable economy— 

The CHatrMan. You are not coming before this committee and 
asking for standby controls, are you? 

Mr. Sprecev. This is not a control, Mr. Chairman. 

The CHatrmMan. Or for standby authority? 

Mr. Spiecen. Well, it would be authority to the President, the 
same as he might have to raise the interest rate. For example, 
FHA could raise the interest rate tomorrow to 5 percent. 

Mr. Deane. Mr. Chairman, in defining the number of starts—I 
appreciate what you have to say with reference to some areas, and 
it seems to me that in small rural areas where the need really exists, 
and counting a million starts, does that include an apartment house 
with 5,000 units? That is 5,000 starts. 

Mr. SpreGex. That is correct. 

Mr. Deane. I wonder if we could know, if it is available, how 
many actual single-family homes have been started. 

(The data requested by Mr. Deane is as follows:) 
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Permanent nonfarm dwelling units started, 1925-52 


Type of ownership Type of structure 
Total 
perma- 
nent Private Public 
-fami- | Multt 
welling 2-fami- | Multl- 
units Rural U Rural 1-family ly family 
started Total Urban | non- | Total com non 
farm farm 
37,000} 937,000) 752,000) 185. 572, 000/1157, 000) 208, 000 
9,000, 849, 000 681, 000! 168, 000) 491, 000) 117, 000) 241, 000 
310,000) 810,000) 643,000) 167,000). 454, 000, 99, 000.1257, 000 
753, 000! 753, 000! 594,000 159, 000|______- 436,000] 78,000! 329, 000 
509,000; 509,000 400,000) 109, 000). 316,000! 51, 000} 142, 000 
330,000, 330,000, 236,000 94, 000)... 227,000) 29,000) 74, 000 
54.000! 254.000 174,000! 187/000} 22, 000) 45, 000 
34,000, 134,000, 64,000, 70, 118,000} 7,000] 9, 000 
93. 000, 93,000, 45,000) 48, 000 5,000) 12, 000 
126,000! 49,000) 77, 109, 000) 5, 000) 12, 000 
21,000 215,700 112, 600) 103, 100! 5,300) 4, 400 900) 183,000; 8,000) 30, 000 
000) 197, 600 106, 600, 14,800 13,400, 1,400) 244,000 14, 000] 61, 000 
000, 214,400, 118,000) 3,600, 3, 600 0} 267,000; 16,000) 53, 000 
000 


255,300 144,000 6, 700 6, 700, 0 317,000! 18,000) 71,000 
303, 500 154, 900, 56, 600 55, 500) 
333, 200 196, 400) 73,000 63, 400 
619, 500, 369. 500 250, 000 186. 600 64, 800 
56,000; 301, 200, 184, 900 116,300 54, 800, 42, 500, 
19,700, 64,000) 7,300 4,700) 
200, 45, 500} 3,100) 3, 000, 
00 75, 400) 1,200; 1, 200) 
500) 662, 500 395, 700, 266, 800} 8,000) 000) 
9,000, 845, 600 476, 400, 369,200) 3.400, 3, 400 
600} 913, 500) 510,000 403, 500) 18.100) 14, 900) 
25,100) 988, 800) 556, 600 432, 200) 36,300, 32, 200) 
3, 000 11, 352, 200 1785, 600 1566, 600 43, 800, 42, 200 MM, 
1,300 1,020, 100 531,300 488,800 71,200 64,000 7,200 900, 100) 40, 400° 150, 800 
7,000, 1, 068, 700, 554, 900, 513, 800 58, 300) 54,700; 3,600) 942, 500) 45, 900, 158, 600 
2,100; 68, 85,400) 32,800; 3, 800) 
79, 200) 73,800, 38, 600, 35,200; 5, 400 


3, 000 900 59,600! 3.100) 9, 400 


February , 500 900 65, 100 


3 
| 3 

March 2. 97, 900 88,200 46,100 42,100) 9,700) 8,600) 1,100 77,300) 4,100) 16,5 

April 110,300) 106, 500; 55,700, 50,800; 3,800) 3, 500 300) 92,400, 4, 900; 13, 000 

107, 000) 104, 5A, 49, 700} 2, 800) 800) (3) | 90, 200) 4, 800} 12, 000 


1 All-time high. 
? Preliminary; also privately owned breakdown data, by type, were estimated by HHFA. 
* Less than 50 units. 


Mr. Sprecex. I don’t know how the BLS reports these statistics, 
whether they combine them or whether they show a separate statistic 
indicating the number of residential or apartment multiple dwelling 
units, but it is a formula which they use, in the sampling of some 
30-odd areas throughout the country, and it is a formula they have 
been using throughout. 

Incidentally, I might mention that the Bureau of Labor Statistics 
is sort of in a bad way with respect to its operations, budgetwise, and 
that they could probably do a much more effective job if they had 
sufficient appropriations to do the job. It is a very necessary job, 
in my judgment. And those reports are very important to this 
committee, as well as to other agencies of Government. 

Mr. Muurer. Mr. Chairman. 

The Cuarrman. Mr. Stringfellow first. 

Mr. Srrincrettow. Mr. Chairman, I have, from one of my con- 
stituents, a letter germane to this discussion. 

Mr. Allen E. Brockbank has intelligently approached the housing 
situation in the United States, and with your permission, Mr. Chair- 
man, I would like this letter to be made part of the record at the end 
of Mr. Spiegel’s presentation. 
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The CuatrmMan. Without objection, that may be done. 

(For letter referred to, see p. 95.) 

Mr. Sprecev. | am familiar, Congressman, with the contents of the 
letter. Mr.- Brockbank was president of this association last vear 
I think he is an excellent student of what this situation is about, and 
he has discussed that with me over the telephone. 

Mr. Srrinerettow. We are very proud of Mr. Brockbank in our 
aren. 

Mr. Sprecen. You should well be. We are very proud of him, too. 
He is a wonderful citi-en. 

Mr. Georae. Haven’t we reached the point where we are in a 
buver’s market now rather then a seller’s market? 

Mr. Spreceu. | don’t think so, Mr. Congressman. 

Mr. Georae. | think we are close to it from the number of for 
sale signs up. 

Mr. Sprecen. Are you referring to new housing construction or 
existing housing? 

Mr. Georce. Existing housing. Good adequate housing. In fact, 
a lot of the housing already built is better than new housing. 

Mr. Sprecer. That may be true in some areas. But the fact is 
that many of these existing houses are overpriced, and will suffer 
reduction by reason of the vast number of new housing starts that 
have been made. 

Mr. George. Since World War II, when this housing program was 
started, we have been definitely in a seller’s market, haven't we? 

Mr. Sprecenr. There have been cycles. There have been periods 
even since the war period —— 

Mr. Georae. And if we lower the downpayment we will throw 
the cycle back into a seller's market again? 

Mr. Sprecen. | don’t agree with that entirely, sir. I can’t agree 
with that. 

Mr. McDonovuau. Mr. Chairman. 

Mr. Mutrer. Mr. Chairman. 

Mr. (presiding). Mr. MeDomough. 

Mr. McDonoueu. Mr. Spiegel, in your proposal to give the author- 
ity to the President to lower the payments in the event the starts 
are not up to what we now consider standard requirements, wouldn’t 
that require advice of counsel of the Federal Reserve Board, the 
Secretary of the Treasury, the Department of Labor, and a lot of 
other agencies of the Government, in order to arrive at whether it 
was the time to do it or not? 

Mr. Sprecer. I assume that he would seek the best advice to be 
obtainable. 

Mr. McDonovuau. Then in your opinion suppose the situation de- 
veloped such that we didn’t have a million starts in a year. How 
many starts do you think we should have before the President should 
authorize lower down payments? 

Mr. Sprecet. That is very, very difficult to say, Mr. Congressman. 
I think that the first signs of that would’ be a lot of unemployment in 
the construction industry, and that would be a serious thing to be 
concerned with. 

Once this thing starts on a down trend it would be very, very diffi- 
cult to change that rapidly. It just couldn’t be done. The brakes 
couldn’t be put on that fast. 
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Mr. McDonovau. In your experience with the demands for new 
housing, don’t they come, first of all, from the creation of new families? 

Mr. Largely, ves. 

Mr. McDonoveu. In your experience how much of a demand comes 
from people that are living in older houses and want to move in to 
newer housing? 

Mr. Sprecev. I think there is a very, very great demand for that 
segment of our population by reason of the fact that since the war, as 
you know, the emphasis was placed on providing housing for the vet- 
erans, who are also new family formations. They have expanded 
their families, they were only permitted, at that time, by virtue of 
the necessity for conserving materials, and credit, to two-bedroom 
houses. Many of these families today require three-bedroom houses. 
And that is tied in with this six-point program of ours, which would 
permit those folks to buy a larger home and trade in the house that 
they bought 5, 6, or 7 vears ago. 

There is a tremendous demand for people who have expanded fam- 
ilies and just do not have the downpayment requirements or even the 
equity, in their own homes sufficient to purchase a new home. 

Mr. McDonovcu. How many new starts in your opinion are 
required by the formation of new families? 

Mr. Spiecer. I have seen some statistics which would indicate that 
approximately 750,000 to 800,000 units per year are so generated. 

Mr. McDonovucu. Does the average home builder build a number 
of houses that he doesn’t have buyers for? Or does he usually have 
call for most of those houses before he starts? 

Mr. Sprecet. The average builder doesn’t go out and build a large 
block of houses as such. He will go out and build, maybe, a model 
house, and may gamble with a small group of houses. But pretty 
generally the average builder—TI am not talking about the big-volume 
builders, who operate on a different basis—the average builder will not 
generally build anything that he has not already sold. 

Mr. McDonovucu. How many houses does the average builder 
build? That is, in a group, in a subdivision? 

Mr. SereGe.. Our estimate is that the average home builder in this 
country probably builds about 20 to 25 houses per year. That is the 
average builder. Some build fewer than that, and, of course, you 
know the large-production builders build many, many more. 

I would like to point this out, that vesterday, before the Senate 
Banking and Currency Committee, Mr. William Levitt testified that 
if present conditions continue he intends to cut back his production 
next vear to 50 percent of its present volume, and he is presently 
producing about 4,000 units per vear. 

Mr. Leavitt testified, too, vesterday, that the strange thing was that 
92 percent of the houses which he was selling were going to veterans, 
and that only 8 percent were going to the nonveteran. The man who 
is in the same income bracket but who is required to make a very sub- 
stantial downpayment. And that he did not like the disproportion- 
ate relationship between the’S percent of nonveteran purchasers as 
against the 92, and that it is for that reason that he strongly argued 
vesterday he was in disagreement with me. He said that these 
ower downpayments should have been imposed some months ago, 
and certainly that this Congress should do it now. 
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Mr. McDonoveéu. Well, suppose the present downpayment were 
reduced 10 percent, and the loan was extended 5 vears. How much 
would that increase the number of starts, in vou opinion? 

Mr. Serecen. Right now I don’t think it would inerease them at all, 
and that is simply because of the tight money situation we are faced 
with. 

Mr. Deane. Mr. McDonough, isn’t that the question? If the 
bankers will loosen up, isn’t that the answer to downpayments? 

Mr. McDonovuGu. Of course. 

In other words, vou think if money were looser than it is today you 
wouldn’t have any more starts than vou have now? 

Mr. Sprece.. There would not be any more starts? 

Mr. McDonovau. Yes. 

Mr. Sprece.. Well, we would probably go along on the same 
average. 

Mr. McDonovau. In other words, then, -vou are meeting the 
market now. You are meeting the demand. In other words, vou 
are meeting the demand plus, let us say? 

Mr. Sprrnce.. No; we are not. I don’t quite agree with that. 

You say we are meeting the demand. We are meeting the demand 
in certain brackets. We are cc mpelling the average John Q. Citizen 
to go out and acquire a large downpayment if he wants to purchase 
a modestly priced home. If he can’t purchase it under the terms 
available under FHA, his downpayment requirements are even 
higher, under the conventional lending system, and there he must 
pay 5to6 percent. The terms are very much stricter on conventional 
lending than they are under the FHA program. 

Mr. McDonoveu. I don’t understand what you mean, then. If 
the downpayment were reduced 10 percent 

Mr. Sprecen. Not 10 percent. We are suggesting that the down- 
payment be 10 percent on a $12,000 house. 

Mr. McDonoveu. All right. Suppose the downpayment were 
as you are now requesting it, and the length of time to pay out the 
loan was extended 5 years, let us say. 

Mr. SpreGe. Yes. 

Mr. McDonovuGu. How many more new starts would you have as 
of the next 6 months than you have now? Would that increase the 
number of starts? 

Mr. Spiecex. I don’t believe it would. These purchasers must still 
qualify with the FHA in order to obtain these mortgage commitments. 

Mr. Mvuurer. Will you yield at that point? 

Mr. McDonovau. Yes. 

Mr. Murer. The converse, however, is true, is it not? That if the 
money market, the mortgage market, remains tight, there are going to 
be less starts? 

Mr. SpreGceu. Very, very definitely. 

Mr. Mutter. Ip other words, the tightening of the mortgage 
market means you are pot going to have the money to make these 
starts. The starts you have been talking about have been scheduled 
in accordance with what the money market was before the increased 
interest rate. 

Mr. Correct. 
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Mr. Mutrer. With the increased interest rate the man with the 
money is going to sit back and see where he can get the biggest return 
on his money. 

Mr. Sprecen. Exactly. 

Mr. Mutrer. And if that continues you are not going to have as 
many starts in the building industry for lack of money? 

Mr. Spireet. That is our judgment. 

Mr. McDonovau. I understand, however, the proposal you are 
making to reduce the downpayment and extend the period of the 
loan, which you are asking the committee to insert in this bill as an 
authority that the President may use if, as, and when the situation 
develops, you say if that were now in effect it wouldn’t increase 
starts at all?: 

Mr. Sprecet. Not one bit, because it is related to this mortgage 
problem. If you can’t get mortgage financing it doesn’t make any 
difference what the downpayment requirements are. The downpay- 
ment requirements becume tougher, because the only method you have 
is through these conventional mortgages, and that brings up another 

oint, that back in the twenties, as you remember, Mr. Congressman 
if you are young enough, the system of financing in those days called 
for a short term, first mortgage, there were second mortgages, and in 
many cases third and fourth mortgages, and Lord knows we don’t 
want to see those days return. 

Mr. Hays. Would you yield? 

Mr. McDonoveu. Yes. 

Mr. Hays. I would like to have your comment on this statement 
that I see here in the Wall Street Journal, that Mr. Levitt said yester- 
day that: 

The home-building industry is on the skids right at this moment. It is already 
too late for lower downpayments. 

Mr. Sprecet. I didn’t testify for Mr. Levitt. I overheard him 
when he made that statement. 

Mr. Hays. I am asking for your opinion. 

Mr. Sprecer. Personally, Congressman, I think that was a slight 
exaggeration. He was speaking for himself. We don’t find that to 
be the fact all over this country. 

Mr. Hays. Then I have another question in line with that: How 
much of this desire on your part for longer amortization period is 
brought about by your desire to cover up the fact that interest rates 
have ‘gone up, and if you can get a longer amortization period you 
can say ‘‘Well, your monthly payments are only going to be so much,” 
but the fellow who isn’t familiar with financing is not going to know 
that he is going to pay an extra $1,200 or so for interest. 

Mr. Sprece.. I would like to point out that our suggestion for 
adjusting the downpayments, as well as extending mortgage terms, 
came about a long time before we ever conceived that there was a 
possibility of raising the interest rate. They were not related in any 
way whatsoever. 

In other words, we had hoped that this session of Congress would 
consider a comprehensive housing bill, and, as I stated in my testi- 
mony, we recognize the limitations of time do not permit us at this 
moment to discuss all of the things that we think are necessary to 
correct the whole housing program. 
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But we are suggesting that at this time these very few items, such 
as correcting something in this FHA statutory downpayment require- 
ment, which should have been corrected a long time ago, is necessary 
now, and we think the President should have that authority at some 
time during the next year when this Congress will again discuss housing 
legislation. 

I don’t think there is going to be another opportunity at this session 
of Congress to consider housing legislation. 

Mr. Hays. I don’t, either, but there has been a lot of talk about 
stabilizing the economy. Do you think the economy is stabilized 
so far as the home-building industry is concerned? 

Mr. Spiecer. Not entirely; no, sir, 

Mr. Hays. Do you thinx it is still inflationary? 

Mr. Spreceu. I don’t think it is inflationary, no. 

Mr. Hays. Do vou think there is any chance that we should grab 
the emergency brake before it starts down the hill? 

Mr. Sprecet. | think you should have your hands on the emergency 
brake; yes. 

Mr. Hays. I agree with you. I think it has stabilized and has 
started down. 

Mr. (presiding), Mr. Multer, 

Mr. Mutter. I also want to take issue with what the distinguished 
gentleman threw out by way of standby controls and stabilization. 
We are not looking for any standby controls. When we gave the 
Federal Reserve Board the right and direction to manage credits, 
that was standby authority, but we didn’t call it such. Whenever 
we give any of the agencies the right to go to a maximum, that is 
standby authority but we don’t call it such. 

Your industry is a basic industry? 

Mr. Definitely. 

Mr. Mutter. When you talk about stabilizing the economy of the 
country you have got to consider each industry by itself, and to try to 
make the building industry cut back on the number of starts, or to 
do anything that is going to cause the dustry to cut back on what 
you need as normal starts to keep the industry running and to keep 
the country supplied with housing is not stabilizing. To do anything 
like thas is not going to help stabilize, but is going to help unstabilize. 
Is that not so? 

Mr. Spieceu. I agree with that. 

Mr. Mutrer. I think the building industry has agreed that it is 

oing to take many years to furnish adequate housing for the country, 
latin in mind the new families that will require housing, having in 
mind the families that move into higher brackets and want better 
housing, having in mind the depreciation and obsolescense of existing 
housing, it is going to take many years at 1 million units a year for 
starts, before you get adequate housing for the country. Isn’t that so? 

Mr. Sprecet. That is correct, Congressman. 

Mr. Mutrer. And the present indications that you may not be able 
to make that number of starts next year. It takes at least a year to 
get your program set? : 

Mr. Sprecex. That is correct. 

Mr. Mutter. So this million starts for this year, was actually 
programed and planned a year ago? 

Mr. Sprecex. That is true. 
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Mr. Mutrer. In planning now for a year ahead for your starts, if 
the situation continues as it is in the mortgage market, and with the 
higher interest rates, and the like, you can anticipate at least a 25 
percent cutback in those starts, can you not? 

Mr. Sprrget. We don’t know. But we think that the President 
should have the authority, if something should happen, to invoke 
these lower downpayments, and do whatever is necessary under the 
circumstances, at the time. 

Mr. MeDonovacu. Would that include a lower rate of interest? 

Mr. Spreaet. Well we have no control over that. 

Mr. McDonoven. I mean, when you say the President should have 
the standby authority? 

Mr. Sprecen. He has that authority. The FHA has that authority. 
As a matter of fact I started to mention earlier, that the FHA per- 
missible interest rate is 5 percent. They are only authorizing at the 
moment 4'5 percent. 

Mr. Mutrer. There was no legislation needed to raise the interest 
rate, except on the 213’s? 

Mr. Sprecin. That is correct. 

Mr. Muurer. All the other interest’ rates were raised without 
any legislation? 

Mr. SprnGen. That ts correct. 

Mr. Mutrer. And just as they were raised they can be cut back 
again? 

Mr. Sprecev, That is true. 

Mr. Mutrer. As a matter of fact the Treasury Department and 
the Federal Reserve Board are now seriously considering whether or 
not they didn’t make a mistake in raising the interest rates and whether 
or not they shouldn’t cut back right now. 

Mr. Hays. They will be asking for legislation from us so as to 
repair the damage. 

Mr. Murer. No doubt about that. 

Mr. Deane. Mr. Spiegel, I have here the Christian Science Monitor 
of June 15, which goes on to say that a spokesman for NAHP assumed 
that the credit situation will ease eventually because the money will 
have to be invested somewhere, but he agreed that unless the money 
market does loosen, home building will slump by 250,000 houses from 
the present rate of more than a million starts a year. 

Was that a representative of your organization speaking? 

Mr. Sprecer. No, | believe Senator Sparkman made that statement. 
We have said this: They are two unrelated things here. We have 
said that if this May 18 regulation issued by Mr. King of the Veterans’ 
Administration is not corrected immediately, in many, many places 
in this country home building will come to a virtual stop. And we 
have evidence to support that. We have telegrams from some of our 
home builders, and there was one in Washington here in the last day, 
that has already sent notices to 500 construction workers on his 
project, that they can expect to be laid off by June 30, and unless 
some action is taken to correct that VA regulation on May 18, that 
man will follow through on these firings. He has to. 

Mr. Deane. Right on that point, don’t you think that if VA credit 
had been loosened as perhaps it should have been, we would never 
have had that particular regulation? ; 
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Mr. Sprecen. lean't say. I don't know what motivated the VA to 
issue that regulation. I don’t know whether the chairman. of this 
committee is correct in stating that it was dietated by a couple of 
members of the Veterans’ Affairs Committee or not. We are planning 
to attend those hearings beginning tomorrow, but I can’t say what 
the motivation was. 

Mr. Deane. What | am trying to say is, had credit been fairly 
liquid, the chances are we would never have heard about that partic- 
ular regulation. 

Mr. Sprece. | agree with that statement. 

Mr. Mutter. Mr. Spiegel, just to pursue this point a little further, 
one sign in the wind, of meat deflation, to the extent of recession or 
depression, is the tremendous drop in farm prices. 

Another sign in the wind is, if you stop the basic industry of building, 
you are going to cut back on building materials, you are going to 
throw people out of employment, and a large segment of our working 
elass will be thrown out of employment, and that is another sign in the 
winds. Those things will not stabilize but will help unstabilize. 
Isn’t that so? 

Mr. Sprecer. Mr Multer, | am not an economist. I am not a 
banker. 

Mr. Muurer. Mr. Spiegel, let’s not get into this business—every 
time they want to confuse you they start talking about the very sound 
theories of economics, and the minute they start using these faney 
words everybody gets scared and runs away. Let’s talk about the 
actual facts of the situation. If you take an industry like yours, the 
building industry, and vou stop building or cut it back by 25 percent, 
thousands and thousands of people are going to be out of employment? 

Mr. Sprecen. That is true. 

Mr. Mutrer. Both those doing the building, and those helping to 
make the materials going into the building? 

Mr. SpieGcev. That is true. 

Mr. Mutrer. Transportation men are thrown out of work, the 
whole economy suffers. Isn’t that so? 

Mr. Sprecert. We hope it won’t be that bad. We hope sincerely 
it won’t be that bad. 

Mr. Murer. But if the building industry should have to cut back 
25 percent in its starts 

Mr. Sprecen. It might very well have that effect; ves, sir. 

Mr. TAuue (presiding). We are very glad to have heard your testi- 
mony—— 

Mr. Mr. Chairman. 

Mr. Tae (presiding). Mr. Merrill. 

Mr. Merritu. | understand your problem at the present time, 
Mr. Spiegel, is immediate financing. 

Mr. Sprece. That is our major problem. 

Mr. Merritu. Did | understand you to say that this 1-for-1 pro- 
gram, which is contained in the bill, would correct that situation? 

Mr. Sprece. It will help it to an extent. It won’t entirely correct 
the situation. 

Mr. Mezrity. What will it take to correct that situation? 

Mr. Sprecen. Well, | think you have this matter of Government 
bonds, which are not selling at par at the moment—the general 
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condition of the money market. TI think all of those things are re- 
lated to the tight situation that we are faced with in the mortgage 
market. 

Mr. Merritt. You mean to say then that only a complete re- 
versal of the present policy of what they call hard money could 
make the correction? 

Mr. Sprecev. I couldn’t say that, Mr. Congressman. I think 
that some corrective measures are necessary. We have suggested this 
1-for-1 plan, as being one method whereby we can partially correct 
the situation. 

I think that the ability of a mortgage lender to sell that mortgage 
loan in the free market is another one. 

At the present time this VA regulation has completely stymied those 
sales. The implications, and the advice of counsel, to many of these 
prime mortgage lenders, is that those loans can only be purchased at 
par, and the result is they have shied away from the mortgage business 
and are seeking other forms of investment, which appear either as’ 
attractive or more attractive, without having all these criminal prose- 
cutions that might possibly hand over their heads. 

Mr. Merriuy. That correction would only affect the GI mortgage 
market? 

Mr. Sprecev. That is correct. 

Mr. Merritt. What I am concerned about in this 1-for-1 pro- 
gram—-I am not concerned, but I don’t understand it too well. I 
would like to know how you expect that program to provide you the 
additional mortgage money that you need in the building industry. 
How will it work? 

Mr. Spreaet. If I may, I would like the privilege of trying to: 
explain it to you just as briefly as possible, and take the instance of a 
builder who is seeking to proceed with a project. 

He starts out by going to his mortgage lender, in his own commu-. 
nity. If the mortgage lender has his own funds, there is no problem, 
but as we know, in most areas of this country, aside from the New 
England and New York areas, that is not generally true. So that 
capital must be imported from the money centers of the country, to 
these other areas, such as the South, the Southwest, and so forth. 

We have representatives in this room right now who come from the 
State of Florida, representative home builders, who just have no 
money available, of any type, for financing the FHA or VA projects 
in those areas. : 

Now traditionally it has been a problem in certain States, because 
of foreclosure laws or for some other reason, for money to be brought 
into the State. It generally commands a higher price in certain places 
in the country. 

But what we have suggested, under this 1-for-1 program, is that 
the builder who comes to his local lending institution, which has not 
got the funds, which can go to the eastern sources of supply of money, 
and arrange with them to make the loans—they will agree to take the 
firm loans, the type of mortgage that is finally executed by the home 
buyer of that house 

fr. Merrity. That is on new construction? 

Mr. Sprecen. That is on new construction. What happens is 
simply this: Immediately the ball begins the roll. When that eastern 
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institution gives this firm commitment or firm takeout to purchase 
the final loan, the local institution is then privileged to make advances 
of construction money, which enables the builder to proceed with 
the construction of the home. Without that interim financing, with- 
out that construction loan, he is unable to proceed. 

Now what this regulation of VA of May 18 has done, it has pro- 
hibited the warehousing of loans, so that if this local institution makes 
an agreement with an eastern bank, which would agree to purchase 
those loans at a certain price, and enable the builder or the lender 
in the original community where these loans are being created, to 
find a market at a better price if possible, he is able to get his interim 
financing, based on this warehousing arrangement—V A has abolished 
that, they have prohibited it, they have forbidden anyone from seeking 
this type of warehousing or repurchase arrangement. 

With respect to one for one, here is what happens. The local 
lending institution takes that loan, which it creates, by the sale of a 
new mortgage, and it takes that mortgage, which now bears 4's percent 
interest rate, to Fannie May. The Fannie May portfolio now consists 
of approximately $2% billion of 4 percent mortgages, most of which 
are VA mortgages, bearing the 4 percent rate. Many of them are 
seasoned loans. They are good loans, but they only bear the 4 
percent rate. 

Fannie May has, up to now, only been able to sell those loans at 
par. They have had to shut down because of the tremendous de- 
mands, and | understand that today they have only approximately 
170 or 175 million dollars available, or what was normally available 
for over the counter purchases. 

Mr. Merrixu. That is one of your big problems? 

Mr. Sprecet. That is one of our big problems. They have had 
to shut down on this matter of a lender coming in and handling those 
loans over the counter to Fannie May. 

What we have suggested under this plan is that vou take these new 
4%-percent loans, you bring them to Fannie May, and if you sell, say, 
$100,000, or you have a hundred thousand dollars’ worth of new 
4'4-percent loans to sell, you must first buy from Fannie May $100,000 
worth of the old 4-percent loans. 

Under this plan it would be possible for Fannie May to sell those 
loans at a discount—not at par but at a discount—but at a price 
above the market price. 

Now people ask why should Fannie May go out and sell these loans 
above the market price? Why shouldn’t lenders go out into the 
market and buy these loans? Well, obviously it is worth something 
to the builder to be able to get a purchase receipt from Fannie May, 
which entitles the lender or the builder to sell to Fannie May during 
the ensuing year or in the future, for a period of 1 year, an equivalent 
amount, or, as has been suggested, a somewhat lower amount of new 
mortgages. 

Now what happens is this: That permits the Fannie May portfolio 
to revolve. There is no additional appropriation required, because 
as you purchase loans from Fannie May, you are able to sell to Fannie 
May, something lower than the percentage that you have purchased. 
In other words, if you have a hundred thousand dollars to sell, you 
might have to buy from Fannie May some slight amount greater than 
that. 
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Mr. Merrite. Theoretically, of course, if vou needed $500 million 
of new construction money, all you would have to do then would be 
to buy $500 million from Fannie May at the present time, at a dis- 
count, approximately two points above the present market, and then 
within a year you would be able to sell to Fannie May $500 million 
of this new paper? 

Mr. Sprecau. That is right. Either $500 million or some lesser 
amount. 

Mr. Merritt. That is a nice arrangement. The only problem 
that I see is this: What kind of luck are you going to have disposing 
of the old paper that you buy from Fannie May? To what extent is 
this truly going to be a rev olving fund? 

Mr. Spircer. Well it is a fact, Mr. Congressman, that it is always 
easier to sell loans that are ready for so- called spot delivery, loans 
that are closed and already seasoned, are easier to sell in the market 
than loans which vou hope to create in the future. Those are the 
loans we are talking about. 

Mr. Merritt. Do you think the fact that you have seasoned loans, 
that are being turned loose to the public, vou might say, do vou think 
the fact that they are seasoned, that they are of greater security value, 
do you think the quality of that paper, because it is seasoned, will be 
enought to make it attractive? 

Mr. Sprecun. Yes, sir, we do. 

Mr. Mernitn. So it is the seasoned feature of this old paper that 
Fannie May has that vou are relying upon to enable you to dispose of 
that, w hereas you cant? dispose of your new loans? 

Mr. Sprecev. That is right. 

Mr. Mr rRILL. How much of a discount do you think you are going 
to have to take on that paper? 

Mr. Sprncet. That would be impossible for us to say. Conditions 
have been changing. 

Mr. Mrrriuy. If you had to sell it right now? 

Mr. Sprecen. | would say that at the current market, the current 
market for the old 4 percent loans, is about 95 percent. We think it 
is slightly higher. 

Mr. Merritt. The Government would be taking a loss of about 3 
percent, would that be right? 

Mr. Sprecer. I wouldn’t be a loss of 3 percent, no, for this reason: 
The builder, or the lender, who would be purchasing these loans, in 
order to get the purchase receipt, would be required to pay a fee. 
We don't know what the fee would be. 

Mr. Merrity. It might be 2 percent? 

Mr. Sprecer. You are assuming 2 percent. 

Mr. Merriuu. Isn’t that what you said earlier? 

Mr. SpreGer. Yes, but they would be getting in turn 416 percent 
morigages, which would net a greater yield to the government. In 
other words, at the moment, it is my information that the Fannie 
May operation presently has a net earning of approximately $30 million 
a year on the existing portfolio. That is a profit, a net profit, of $30 
million a year. Obviously, if you take those 4 percent loans and move 
them out, and get the 4y, percent loans into the portfolio, the net 
profit would move up. 

Mr. Merritt. Do you think there is any possibility that that 95 
percent rate could be maintained as you move this old paper out, of 
Fannie May? 
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Mr. Sprecen. Yes. 

Mr. Merritt. You think that would stay? 

Mr. Spincev. I it didn’t move too rapidly, ves. 

Mr. Merritt. If this thing worked, as | understand it, there would 
be almost all the mortgage money you could possibly want? 

Mr. Spieeet. No. Our requirements—we have had the suggestion 
made to us that the requirements of the home-building industry, on 
the basis of a million new untis of construction a year, are somewhere 
in the neighborhood of $10 billion. 

Mr. Each year? 

Mr. Sprecen. Yes. 

Mr. Merritt. Then this $2 billion is hardly enough? 

Mr. Sprecer. That is right. 

Mr. Merrit. Even if you revolve the whole fund. 

Mr. Serscev. That is right, as we suggested, it would only be a par- 
tial assistance to this problem, but it would be a very helpful method 
of assistance. 

Mr. Merritt. Where are you going to get any solution to the 
problem then, other than getting vour FHA mortgage rates—whetber 
vou call it interest or discount or whatever you call it—up equal to 
the rate that money is bringing somewhere else? 

Mr. Spincer. Those are matters of course which we don’t control. 
I don’t know whether it is the fiscal policy, or what is the effective 
control, but we think that those matters will be adjusted in the next 
30 to 60 davs. We are hopeful that investors will find it more de- 
sirable, in the immediate future, to seek our loans, these 4!) pereent 
loans. 

Mr. Mernriti. Then this revolving fund is not even designed to 
provide the full amount of money but is only a stopgap arrangement? 

Mr Sprrcen.. Exactly. That was the very purpose of the creation 
of Fannie Mae, to act as an emergency relief measure in those periods 
when money is tight. 

Mr. Merrit. Then do you think that this revolving-fund aspect 
that we are talking about, would bring enough money into the 
market, enough new mortgage credit into the market, to take care of 
this interim emergency? 

Mr. Sprece. I think it would handle the so-called panic demands of 
the market very effectively right now. It would go to a great extent 
to help the situation. 

Mr. Merritt. So at the present time, then, vou think if the GI 
situation were corrected, and if this one-for-one program were installed, 
that there would be no need for additional authorization for new pur- 
poses, by Fannie \ae? 

Mr. Sprecer. We don’t believe so. We are not suggesting any 
additional authorization by Fannie Mae at this time. 

Mr. Merriti. And then the permanent correction that is going to 
come is that you think people are going to get over their jitters and are 
going to once more see that FHA mortgages even at the present inter- 
est rate are attractive buys; is that your belief? 

Mr. SpreGceu. Yes, sir; very definitely. 

Mr. Merri.y. What is going to make them think they are attrac- 
tive buys, if the interest rate on bonds remains as high as it is? 

Mr. Sprecet. We don’t know that they will remain that high. We 
are not certain of what the immediate future is for Government lend- 
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ing, what the interest rate will be on industrial loans, for example, or 
anything of that sort. We are just assuming, and we have felt for 
a long time, that one of the best securities that any investment port- 
_ — have in its vaults was a mortgage guaranteed by the FHA 
or the VA. 

Mr. Merrity. Even though it brings a little less interest? 

Mr. SprecGe. That is correct. 

Mr. Merrivu. And you think that they would see that and come 
back into the market? 

Mr. Yes, sir. 

Mr. Merritt. If this revolving fund went into effect, would that 
money be avaiiable all over the United States? 

Mr. Sprece. Even in the remotest areas in the country. 

Mr. Merritt. Who would have the burden of selling this old 
Fannie Mae paper? Would it be the mortgage company that is 
wanting to sell the new paper? 

Mr. Sprecex. That is right, the fellow who wants to use the vehicle 
would be the fellow who would be obligated to sell. And it creates 
a lot of new sales for Fannie Mae, that is what it does. 

Mr. Merritt. Do you think some fellow from the Middle West 
or the South or the Rocky Mountain area, who needs some more 
money, do you think he would be able to dispose of some old Fannie 
Mae paper? Where would he sell it? 

Mr. Spreaen. To insurance companies, savings banks, possibly 
large investment trusts, pension funds—there are many, many sources 
of investment. And they would be obligated to go out and seek 
those sources. 

Mr. Merritu. And you think that these institutions you have 
mentioned would buy this at approximately 95? 

Mr. Spreaex. I do. It would be higher than 95 if we are talking 
about the present time. 

Mr. Merritit. Have you canvassed your people throughout the 
industry all over the United States? Do they feel they would be 
able to sell this old paper effectively? 

Mr. Sprecen. Yes, they do. This one-for-one plan is not new. We 
have recommended this over a year ago, and it has been, on an experi- 
mental basis, operating for a year now, and the Fannie Mae people 
recognize that it has had its limitations. We have discussed this 
with them and they are in accord with us that by the adoption of 
the suggestion made in this testimony that it will be an effective 
method of revolving that Faunie Mae fund. 

Mr. Merritt. And you think that would carry you over for 
approximately how long a period? 

Mr. Sprneev. Well, it could carry over indefinitely. It is necessary 
that this fund be continually permitted to revolve. It would hit 
those periods such as we are faced with at the moment, where we 
have a tight money market. If the money market eases up, there 
would be no need for using this vehicle. 

Mr. Merritt. And you think that, as best as you can look into the 
crystal ball, that this revolving fund would tide you over this par- 
ticular crisis into a period when normal sources of money would 
obtain? 

Mr. Sprecen. We certainly hope so. 


| 
| 


HOUSING AMENDMENTS OF 1953 85 


Mr. Merrity. Well, of course, you can’t guess accurately, but do 
you have reasonable hopes that it would? 

Mr. Yes, sir. 

Mr. Merri. Now, getting over into this one matter of lower 
down payments, that is not the immediate problem, is it? 

Mr. Sprecet. We have felt that it should have been corrected a 
long time ago, Congressman. As you know, it is only recently that 
the FHA and the Federal Reserve Board have relaxed regulation X. 
The very last vestige of credit controls was removed only recently, 
so that it was inopportune for us to ask for lowering of downpayments 
before now. 

We had hoped that at this session of Congress a really comprehensive 
housing bill would be considered, and this is just one of many, many 
items that we hoped we could offer for consideration by this Congress. 

Mr. Merrity. But you are selling all the houses you can build 
now, aren’t you? 

Mr. Spiecet. In most places, yes. 

Mr. Merritt. When you talk about this planning for a year ahead, 
I understand what you mean. The lower downpayment is not a 
thing that has to be considered in that at the beginning, is it? 

Mr. Sprecen. At this moment we are suggesting that the authority 
be given to the President, since it is quite likely that this Congress 
will not consider legislation, or have an opportunity to consider 
housing legislation, for at least another year, and if we come here a 
year from now, with suggestions for lowering downpayments, and all 
the other suggestions that we have in our comprehensive program, 
that probably would not be effective until 1955. We should be 
planning now for what is going to happen next spring. We are unable 
to do it. 

Mr. Merrity. But even if the President had the power you wouldn’t 
at any time be expecting him to exercise that power before next spring, 
would you? 

Mr. Sprecer. He might find it opportune to exercise that power this 
fall. We don’t know, depending on conditions. 

Mr. Merritu. You really don’t think there is any need for the 
exercise of that power this fall, do you? 

Mr. Sprece.. I think it is quite conceivable that it might be. We 
think there are warning signals, and we think you can’t afford to 
overlook those. The fact that, as we pointed out, you do have this 
drop in starts during the month of May, which is contraseasonal— 
normally, May and June are our peak months of the year, and this 
is the first time since the war that we begin to see starts sliding off, 
even though slightly, and we think that is a warning signal that you 
can’t 

Mr. Merrityi. Do you think that drop in starts was due to the 
purchasers’ inability to meet downpayment requirements, or do you 
think it is shortage of capital? 

Mr. Sprecet. I think both. 

Mr. Merrit. That is all. Thank you, Mr. Chairman. 

Mr. Tate (presiding). Mr. Spiegel, what is the trend in building 
costs? 

Mr. Spriecet. I would like to say that we have just recently, in 
most places of the country, been subjected to increases in the cost of 
labor. There has been a drive throughout the country and in many, 
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many places today there are lavoffs, there have been strikes—for 
example, I believe in the city of Detroit, Mich., there is a strike now 
in existence, for the past 5 to 6 weeks. 

Congressman Stringfellow mentioned the town of Salt Lake City. 
I know that Mr. Brockbank would be here ready to offer some 
evidence of the situation out there were it not for the fact that they 
are undergoing a strike in the building trades in his city. 

Throughout the country there has been a wave of increases in 
labor costs. Insofar as materials are concerned, 1 would say that 
prices are fairly stable. I have seen no indications that prices are 
falling off, or that we can speculate or foresee any appreciable increases 
in prices of materials. 

Mr. Tarver (presiding). How are current costs in relation to the 
costs in the first half of 1950? 

Mr. Sprecev. I think they are higher than they were in 1950. 

Mr. Tatie (presiding). We are very glad to have your testimony, 
Mr. Spiegel. 

Mr. Sprecet. Thank you. 

(Additional data supplied by Mr. Spiegel for inclusion in the 
record: ) 


NaTIONAL AssocraTion OF Home BurILpERS’ COMPREHENSIVE SIX-POINT 
Hovusinc PRoGRAM 


What’s the best way to house 160 million Americans? Up to now, no one 
person, no one group has come up with the answer. The organized home-build- 
ing industry, however, is channeling all its knowledge, energies, and resources 
into a bold new approach to the national housing problem. 

A six-point crusade to house all Amerieons, with special emphasis on America’s 
“forgotten families,’ has been set in motion by the 26,000 members of the Na- 
tional Association of Home Builders. 

If this challenging program, as outlined in this booklet, is to sueceea, cooperation 
will be needed from the Congress, lenders and mortgage bankers, city officials, 
and 9n aroused citizenry. 

We ask you to approach this complex problem with sympathetic understanding. 
Housing means people. We anxiously plead for your earnest cooperation to the 
end that this housing crusade will end in siceess. 


Point 1—A sound mortgage market 

Far more than most industries, home building depends upon credit for its exist- 
ence. It takes more than $18 billion (2?) worth of credit to finance all the new 
and old homes that are bought in this country each year—about as much as the 
United States Government spent in all the years from the founding of the Re- 
publie to 1930. 

If that credit flow is cut off or reduced substantially, the effects are felt swiftly 
all the way down the line from the builder to the buyer. The would-be home 
owner is closed our of the market because he can’t borrow the money he needs 
to finance his house; the builder is foreed to curtail or halt his construction; 
building suppliers, furniture manufacturers and the hundreds of allied industries 
whose products go into the home slow down their production lines. A vicious 
spiral of unemployment and lowered business activity, spreading through the 
whole national economy, is the inevitable result. 

Hlome builders as well as buyers are opposed to unnecessarily high interest 
rates. The builder doesn’t get the interest payments. His only concern is that 
the rate is suffcient to encourage lenders to invest their money in home mortgages. 
If the rate is too high, the buyer goes on strike and the builder is out of business, 
If it is too low, the lender put his capital into Government bonds or some other 
type of investment, and the builder, again, is out of business. 

For example, in the early months of 1953, many thousands of veterans were 
unable to buy homes because the 4 percent interest rate on GI home mortgages 
was far too low to attract investors. Banks, insurance companies, savings and 
loan associations and other lenders who normally invest in those mortgages 
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‘couldn’t make enough on GI home loans to pay a reasonable return to their own 
depositors and stockholders. So they made other investments that offered a 
bigger yield. Nonveterans were caught in a similar squeeze on mortgages insured 
by the Federal Housing Administration, and the home buiiding industry was 
very close to a major shutdown when V A and FHA finaily raised their interest 
rates in May. The cost of the higher rates to home buyers was very simall—less 
than $3 a month on a $10,000, 25-vear GI mortgage—but it averted a collapse 
that would have made it impossible for many families to get the homes they 
desperately needed. 

‘10 prevent another such crisis, the Government’s housing agencies must recog- 
nize that credit is a vital commodity, like coal or potatoes, whose value is deter- 
mined by the law of supply and demand. ‘Their policy should be to maintain a 
flexible interest rate that can be raised or lowered as conditions warrant. 

But even with a flexible interest rate, emergencies could arise that would make 
it difficult or impossible {or people in one part of the country, or even in one city, 
to get proper mortgage credit. A sudden spurt of building in one area, for example, 
might use up all the available credit and create a temporary shortage. 

‘To meet such local, temporary crises, the Government some years ago estab- 
lished the Federal National Mortgage Association, popularly known as Fannie 
May. This association has authority to buy as much as $2,750 inillion (B) worth 
of VA and FHA mortgages from the original mortgage holders, witlin certain 
limits based on the seller’s total mortgage holdings. Thus, when a bank or 
savings and loan association temporarily ran out of funds for home loans, it could 
sell to Fannie May some of the mortgages in its portfolio and reinvest the money 
in new mortgages. Fannie May, in turn, would hold the mortgages for several 
months or years and then sell them to insurance companies or other large investors. 
Theore tically, that forms a revolving fund and insures a satisfac tory fiow of hous- 
ing credit at all times. 

But it isn’t working very satisfactorily that way, because Fannie May at present 
is not allowed to buy back more than half of a le nding firm’s GI mortgages or one- 
fourth of its FHA loans. Thus, a bank would have to make at least $2 million 
worth of Gl mortgages before it could sell $1 million worth to Fannie May. 
Beyond this, Fannie May has a high inventory of 4 percent GI loans which it 
cannot readily sell since the interest rates were increased. 

To correct this situation, the Congress is being urged to allow Fannie May to 
institute a ‘‘one-for-one’’ plan whereby investors will be encouraged to buy from 
the agency’s portfolio. Here is the way it would work: Fannie May would be 
authorized to forego portfolio percentage requirements and sell its toldings at 
perhaps two points above the market * * * at the same ti ne it would give the 
purchaser a firm contract agreeing to buy from such purchaser a like amount of 
new mortgages at par at any time within perhaps a year. This firm agreement 
would assist the purchaser in obtaining his interim financing and thus be worth 
the premium he had to pay in buying from Fannie May. By providing an incen- 
tive for the purchase of its loans held in portfolio, Fannie May would revolve, thus 
providing a true secondary market and assist in stabilizing the market for mort- 
gages. 

Point 11— New legislative tools to aid in building 1 million new homes per year 

The biggest casualty of the post-Korean inflation has been the savings of the 
middle-class families who represent the real mass buying power of the American 
economy. And nowhere is this more evident than in the field of housing. 

Where credit facilities for such consumer goods as automobiles, refrigerators, 
and washing machines are tailored to the needs and incomes of this mass market, 
the financial problems under our changed economic conditions involved in buving 
a home have been largely ignored in the Federal Housing Administration's program 
for nonveterans. 

Although the program —y yar was set up to make home ownership easier for 
middle-income families, FH A’s downpayment pattern has fallen so far behind the 
times that it actually has the opposite effect. Between high taxes and rising living 
costs, relatively few families today have be en able to lay aside enough cash to 
meet the high FHA downpayment requirements. As a result, they must con- 
tinue living in homes that do not fit their needs or pay rent, often costing more 
than the monthly carrying charges would be on a new house. 

A recent survey by the National Association of Home Builders showed that 3 of 
every 5 families who tried to buy new homes in the 6 months through March 31, 
1953, were unable to do so because they couldn’t meet the required downpayment. 
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On a $12,000 mortgage, for example, FHA required a downpayment of at least 
$2,400. Many families have ample incomes to meet the monthly cost of such a 
home, but the FHA downpayment is far beyond their reach. 

Those downpayments can and should be reduced substantially to open up home 
ownership to the millions of families who want and need better housing. The 
Nation’s home builders have proposed a new sliding scale of FHA downpayments 
fitted to existing conditions. Under that scale, a buver would have to put up 
$1,200 cash on a $12,000 mortgage, $600 on $9,000, and $1,800 on a $15,000 loan. 

A second step to help house this vast middle-income group is a stretchout of 
the repayment period on FHA loans from the present 25-year maximum to 30 
years. That would reduce the monthly carrying charges on a home and make it 
easier for a working family to buy. 

Principal and interest payments on a 25-vear, 5-percent mortgage, for instance, 
would cost $5.85 per $1,000 of the loan value. If the loan were extended to 30 
years, the monthly costs would be only $5.37 per $1,000. 

Those 2 changes in the mortgage pattern are urgently needed to insure con- 
tinued production of at least 1 million new homes a year—the bare minimum which 
must be built for the next 10 years to meet the demands of our growing population 
and to insure a healthy home-building industry capable of playing its part as the 
backbone of our American economy. 

As the biggest segment of our country’s No. 1 industry—construction—home 
building is essential to our national prosperity. It employe more than 1 million 
workers directly in on-site construction and hundreds of thousands of other men 
and women share indirectly in its payrolls through employment in the allied 
industries that turn out building supplies, household appliances, furniture, and 
other products for the home. Home building has been the biggest single factor 
contributing to our postwar prosperity, and a letdown might well touch off a 
nationwide business recession with unpredictable effects on the lives of all 
Americans. 


Point II I—The tradein house 


A pioneering automobile man, vears ago, put America on wheels with one bright 
idea—the tradein. Today, more than 43 million passenger cars are on the road, 
every | a potential tradein on next year’s new models. 

Now the idea has spread to housing. Within a very short time, it may be 
possible for a homeowner to trade in his old house just as easily as he turns in the 
family car. 

The big stumbling block at present is that there are no adequate tools to handle 
the finaneing problems involved in trading old homes for new. But the Nation’s 
organized builders have offered a number of proposed solutions to the Govern- 
ment, and they are ready to start trading in substantial volume as Washington 
gives the word. Right now, they could handle an estimated 250,000 tradeins a 
year if the financing tools were available. 

The tradein plan is a double-barrelled one. It offers a quick, convenient way 
for families who have outgrown their present homes to obtain bigger, better 
quarters. And it opens up good, used housing to lower-income families who can’t 
afford new homes. 

Instead of just hanging a for-rent or for-sale sign on the old house he takes in 
trade, the builder ‘new conditions” it from top to bottom before he puts it back 
on the market. Given a coat of paint, modern plumbing, new flooring, and per- 
haps an extra bedroom, an old house takes on a new look and many added years of 
useful life. That helps to preserve our national housing inventory against the 
inroads of blight and decay. 

Before any large-scale trading can start, however, the Government must 
liberalize its present Federal Housing Administration procedures so that the 
buyer and builder will be able to get the financing they need. 

Here’s how a typical tradein would work, for example, under the FHA pro- 
cedure suggested by the building industry: 

family decides that it has outgrown the two-bedroom home it bought im- 
mediately after World War II and wants to buy a new three-bedroom house 
priced at $15,000. The old house carries a $5,000 FHA mortgage. 

At the builder’s request, FHA inspects the old home and puts an appraisal 
value of $10,000 on it, provided a number of repairs and improvements are 
made, including possibly the addition of a carport, repainting inside and out, 
replacement of the wartime plumbing, and other changes. 

The builder estimates those improvements will cost $2,000, setting the tradein 
value of the old home at $8,000. After deducting the $5,000 still owed on the 
original mortgage, the buyer has a $3,000 equity in his home, which he uses as 
the downpayment on the new $15,000 house. 
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After the buyer moves into his new home, the builder “new conditions”? the 
old house and puts it back on the market with an FHA financing commitment 
that will enable him to resell or rent it readily. 


Point I1V—New conditioning of existing owner-occupied and rental housing 

The real wealth of the United States lies as much in the 50 million homes and 
apartment units that house its people as in the farms and factories that supply 
them. Yet this vast national asset, conservatively valued at more than $300 
billion, is being eaten away by a blight that can turn pleasant communities into 
slums within a generation. 

For lack of a coat of paint, a new roof, new plumbing or other essential main- 
tenance, tens of thousands of sound homes each year fall victims to this blight. 
Eventually, they degenerate into slums. 

In some cases, their owners are indifferent, concerned only with the immediate 
return on their property. But far more often, maintenance is neglected because 
the homeowner can’t raise the money needed to put his house back into good, 
livable condition. 

In either event, the entire Nation suffers every time a good house is blighted. 

Our priceless inventory of housing must be suedunalead if we are to halt the 
march of blight and provide decent, low-cost homes for the great bulk of our 
people. And that can only be done if the Government revises its present financing 
machinery to make modernization and new conditioning of existing homes 
practical for the average family. 

The Federal Housing Administration can start the ball rolling simply by 
making available for home repairs financing aids similar to those now applied 
to new construction. 

For example, a property owner who wants to modernize his home at present 
can obtain an FHA-insured loan under the so-called title I provision of the 
National Housing Act. But the most he can borrow under that title is $2,500 
and he must repay the money in 3 years. Few home owners can afford to make 
extensive repairs on those terms. But they could and would if the borrowing 
limit was raised to $3,500 and if they were given 10 years to repay the loan. 

p» In similar fashion, owners of apartment buildings could be encouraged to make 
large-scale improvements if they could get long-term financing instead of the 
limited aid now available under FHA regulations. 

w There are many cases where a thorough modernizing of an existing apartment 
building would provide three-bedroom apartments for large families at rentals 
within their reach. 

Another tool that would help homeowners improve their properties is the 
open-end mortgage —a financial device through which the borrower simply adds 
the cost of repairs or alterations to his original mortgage. He repays the_loans 
either by increasing the size of his monthly payments or by adding a few years 
to the term of his mortgage. 

New conditioning of homes and apartments is one sure way to halt the spread 
of urban blight and to provide a big volume of low-cost housing in existing 
neighborhoods. Many families would prefer to remain in their city neighborhoods, 
where schools, churches, transportation, shopping centers, and utilities already 
exist, if they could be assured to decent housing environment for their children. 

Every house or apartment which is restored to new condition improves the 
neighborhood, keeps a family within the city, and returns the property to the city 
tax rolls on a proper taxpaying basis. 


Point V—Slum rehabilitation 


There is no magic formula that can transform the slum homes of our cities 
overnight into rose-covered cottages. Nor is the United States rich enough to 
destroy all of its slums in one stroke and rebuild them from the ground up. 

But any community that really wants to get rid of its slums and provide decent, 
livable housing for all of its citizens can do the job within 10 years. 

Law enforcement and education are the two big weapons that every city or 
town can use to root out the rotten growth of slums. 

Every community has on its statute books, laws, establishing certain minimum 
standards of health, sanitation, and safety in housing. They should be enforced 
strictly and impartially, on landlords and tenants alike. If they are inadequate 
for the job, they should be strengthened. 

Law enforcement, however, must be backed up by an aroused publie opinion 
that will insist on nothing less than a top-to-bottom cleanup. ‘The attitudes, 
hopes, and habits of slum landlords and tenants must be revitalized, and the whole 
community must be educated to the realization that slums are a deadly cancer 
which must be eliminated. 
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The cost of such a program is small in comparison to the community benefits 
it produces. In Baltimore, Md., for example, 1,800 slam homes were recondi- 
tioned and made habitable again at an annual cost to the entire city of 4 cents 
per citizen. The expense of putting the slums into livable condition was placed 
where it belonged—on the slum landlords. 

In many instances, however, slum landlords cannot finance the rehabilitation 
work required under this program—many slim homes are owned by their oceu- 
pants who have little or no savings. The Federal Housing Administration ean 
and should provide help by insuring long-term modernization loans repavable on 
reasonable terms, 

The dividends such a program can return to a city are enormous. Rundown 
properties that formerly were a costly drain on the community are restored to a 
paving position on the tax rolls, with a resultant benefit to all taxpayers. 

About 10 million houses and apartment units in the United States today are 
slums or blighted—l, in every 5 dwelling places in the country. Because of the 
extra fire and police protection, medieal costs, and other community services they 
require, these slums eat away about 40 cents of every city’s budget dollar. And 
they return almost nothing to the community except crime, disease and poverty. 

Much can be done to clean up slums, however, if the citizens of every community 
insist on action and if the Government moves promptly to extend to this problem 
the liberal financing aids it now has at its disposal. 

Point VI—Urban redevelopment 

The first recorded attempt at urban redevelopment occurred in Rome 2,000 
vears ago. Nero tried to rid the ancient city of its slums by burning them to the 
ground. Today, the need for rebuilding hopelessly blighted areas of our central 
cities is no less apparent, but it must be met on more practical and humanitarian 
grounds. 

Decaying sections of our cities must be swept clean of slums and redeveloped 
to make them more healthful, convenient and pleasant places in which to work 
and live. The slums must be replaced by good, livable housing for rent or sale 
at prices within reach of our middle and lower income fatnilies. 

The home-building industry is ready, willing, and able to undertake this tre- 
mendous reconstruction. But it cannot even begin unless financing tools fitted 
to this special task are made available. 

Fortunately, the basic tools already are at hand. All they need is adaptation 
to the special requirements of urban redevelopment. Most of them are contained 
in section 207 of the National Housing Act, which permits the Federal Housing 
Administration to insure mortgage loans for the construction of rental housing. 
FHA can insure up to 90 percent of the first $7,000 of loan value per family unit, 
plus 60 percent of the value in excess of that amount. 

That section worked reasonably well a decade ago, when the cost of building 
rental housing was far below present costs. But it is sorely in need of moderniza- 
tion to bring it into line with today’s conditions—for example, to permit a 90 
percent loan up to a maximum of $12,900 per family unit. 

If Congress should determine that section 207, even with the recommended 
revisions, is not suited to finance construction of low cost redevelopment housing, 
the section should be amended or a completely new one written to do the job. 

A major reform of FHA’s appraisal procedure also is needed if the redevelop- 
ment task is to be accomplished. FHA appraisals must be based on current 
replacement costs, rather than on an outmoded vardstick of economic sound- 
ness Which fails completely to recognize that inflation has hit the cost of land and 
housing as well as the price of bread and automobiles, 

Still another essential move needed to get urban redevelopment under way is 
revision of the so-called declining amortization method required by FHA for 
repayinent of mortgages on rental housing. Under this method, principal pay- 
ments are set at uneconomically high levels during the early life of the mortgage 
and then sealed down sharply toward the end of the mortgage term. A more 
even schedule of mortgage payments would make the program sounder and more 
attractive to investors, who might otherwise be loath to risk their capital in 
large-scale, costly redevelopment proje: ts. 

These are simple but vitally necessary steps which must be taken if we are 
to save our cities. But they must be taken now, because time is running out for 
most American cities. The great bulk of our middle-income families, who are 
the lifeblood of our cities, are in full flight todav from the urban centers to the 
suburbs. The central cities are faced with half-empty schools and staggering 
tax burdens that must be shifted more and more onto business and the individual 
taxpayers who remain— usually those least able to pay. 
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Unless urban redevelopment is given the impetus it needs now, another 10 
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years may see our greatest cities turned into bankrupt ghost towns. 


housing heritage we pass on to our children will be one of blight and ruin. 


Official Bureau of Labor Statistics’ figures on total annual production of housing units 


STARTS, 1951 AND 1952 
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And the 


Starts Starts 
1951 1952 1941 1952 
January 85, 400 64,900 August _- 89, 100 99, 100 
February 80, (00 77,700 September 96, 400 08, 000 
March 93, 800 103,900» October 90, 000 101, 000 
96, 200 | 106,200 | November 74, 500 86, 000 
May 101, 000 109, 600 December 60, SOO 71, 500 
132, 500 | 103, 500 
90, 500 | 104, 000 Total 1,091,300 | 1, 125, 400 
| 
1953 TOTAL NUMBER OF STARTS 

Private Public Total Private Public Total 
January 67, 200 3, 800 71,000 | April 106, 500 3. 500 110, OOF 
February. ---- 72. 000 5, 000 77,000 || May 104, 200 2, 800 107, 00 
Mareh_...... 88, 200 


5, 800 | 97,000 |) | 


Survey Disc.ioses 3 Our or 5 Famities CaANNotT Meer FHA DowNpayMENTs 


Three out of every five nonveteran families who tried to purchase new homes 

on Government-insured mortgages during the past 6 months were unable to buy 
. because the required downpayments were too high. 

This is the result shown by a nationwide survey conducted last month by the 
National Association of Home Builders among 1,500 leading builders in 46 States 
and the District of Columbia to determine whether the present downpayments 
set by the Federal Housing Administration are within reach of nonveteran home 
buyers particularly in the middle- and lower-income brackets. 

A total of 1,440 reported that they were having difficulty, ranging from mild to 
critical, finding buyers with enough cash savings to make the necessary down- 
payment. Their replies showed that an average of slightly over 60 percent of all 
prospective buyers were turned away during the 6-month period because of too 
high downpayments, although their family incomes were more than adequate to 
cover the monthly carrying charges on a new home. 

Only 60 reported no difficulty with downpayments. 

On a regional basis, the survey indicated that the downpayment squeeze was 
greatest in the Far West, where builders reported that 66 percent of their cus- 
tomers were unable to meet the FHA downpayment. The situation was easiest 
in the Northeast, with an average of slightly less than 52 percent. 

The following tabulation shows the proportion of prospective home buyers in 
each of the six major areas of the United States reported unable to meet the FHA 
downpayment requirements (all ‘“prospects’”’ listed in the survey reported ade- 
quate income to pay the monthly carrying charges on the homes they inspected) : 


Percentage of 


Number | all prospects 
Area reporting unable to 
builders make down 
payment 


|| 
a 
| 
175 62.0 
| 
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On a State-by-State basis, West Virginia had the highest proportion of prospece 
tive home buyers turned away because the downpayment requirements wer- 
too high, 78 percent, followed by Alabama and Utah with 74 percent each, 
although only a relatively few builders were covered by the survey in those 
States. More representative State returns showed the squeeze tightest in 
California, with 67 percent of prospective buyers unable to make the down- 
payments, Washington with 66 percent, and Oklahoma and Wisconsin with 
65 percent each, 

Percentage of would-be buyers barred from homeownership by the high FHA 
downpayments, as reported by builders in other States included: Arizona, 44 
percent; Arkansas, 52 percent; Colorado, 65 percent; Delaware, 50 percent; 
Florida, 58 percent; Georgia, 66 percent; Idaho, 48 percent; Illinois, 54 percent; 
Indiana, 56 percent; Iowa, 59 percent; Kansas, 62 percent; Kentucky, 60 percent; 
Louisiana, 67.5 percent; Maine, 20 percent; Maryland, 58 percent; Massachusetts, 
60 percent; Michigan, 56 percent; Minnesota, 62 percent; Mississippi, 66 percent; 
Missouri, 59 percent; Montana, 60 percent; Nebraska, 56 percent; New Hamp- 
shire, 42 percent; New Mexico, 51 percent; New Jersey, 50 percent; New York, 
44.3 percent; North Carolina, 57 percent; North Dakota, 60 percent; Ohio, 61 
percent; Oregon, 54 percent; Pennsylvania, 58 percent; Rhode Island, 52 percent; 
South Carolina, 60 percent; South Dakota, 65 percent; Tennessee, 59 percent; 
Texas, 63 percent; Virginia, 60 percent; Wyoming, 37 percent. 

Of 20 major metropolitan centers covered by the NAHB survey, Salt Lake 
City, Utah, reported the highest proportion of would-be buyers who lacked the 
necessary cash for the FHA downpayment, 77 percent, followed by Washington, 
D. C., and Dallas, Tex., 75 percent, and Houston, Tex., 73 percent. 

The New York metropolitan area showed the smallest proportion of prospective 
homeowners unable to meet the downpayment requirement, 41 percent. 
Cleveland, Ohio, was next at 48 percent, and Chicago third at 53 percent. 

Returns from other major cities included: San Francisco, 72 percent unable to 
make downpayment; New Orleans, 69 percent; Memphis, 68 percent; Los Angeles 
and Oklahoma City, 65 percent each; Minneapolis-St. Paul and Seattle, 63 percent 
each; Miami, Fla., and Milwaukee, Wis., 62 percent each; Denver, Colo., 58 
percent; Detroit, 57 percent, and St. Louis, 54 percent. 

The most frequently voiced complaint from the reporting builders was that 
FHA valuations on their homes were far below current market levels, because 
the appraisals were based on out-of-date cost standards used by the agency. As 
a result, the builders said, downpayment requirements in many cases are boosted 
even farther beyond the average family’s reach. 

For example, if FHA appraisers set an arbitrary value of $12,000 on a $14,000 
home. the down payment becomes $4,400, instead of the $2,800 that would be 
required if the house were appraised at its true market value. 

Here are typical comments from builders covered by the survey: 

Pittsburg, Calif.: “My chief trouble is that FHA appraisals run about $12,000 
for a house [ must sell for $15,000. Ninety percent of my prospects can’t meet 
the downpayment.”’ 

hee tier, Calif.: “FHA appraisal section should be revamped to get valuations 
up to date.” 

erwin Falls, Idaho: “The present FHA rules are driving us into the higher- 
priced field, since it is a lot easier to get $4,000 down on an $18,000 house than it is 
to get $2,400 on a $12,000 house. In this area, it is almost impossible to build a 
livable 3-bedroom house for less than $12,000 to $14,000.” 

Longview, Wash.: ‘If the downpayments aren’t lowered, there won’t be an 
FHA market here in another year.” 

Kirkwood, Mo.: “If FHA doesn’t change its policv it may as well fold up.” 

Peoria Heights, Ill.: “My remarks cannot be put on a United States post card.” 

Wichita, Kans.: ““‘Why not a program for FHA buyers to compare with the 
veterans’ program?” 

Traverse City, Mich.: ‘The downpayment scale has forced families who need 
3-bedroom homes to buy 2-bedroom homes.” 

Benton Harbor, Mich.: ‘Local FHA conditions are critical. We have to 
turn away daily a minimum of two families who have $600 to $1,200 in cash for 
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the downpayment. With a new aircraft plant opening in our area, housing is 
becoming acute.” 

Kansas City, Mo.: “Ninety-five percent of our prospects are turned away for 
lack of downpayment cash. We are building $12,000 homes just a few minutes 
away from two new war plants, but workers simply cannot meet the required 
downpayments.” 

St. Louis, Mo.: “Seventy-five percent of prospects in our price bracket ($12,000 
to $13,000) have an average of $1,090 to $1,500 for downpayments, which is not 
enough to qualify them for FHA loans.” 

Milwaukee, Wis.: “High downpayments have been the biggest obstacle to 
people who require housing as a necessity, rot a luxury.” 

Wauwatosa, Wis.: ‘We have repeatedly turned away prospects who had from 
$1,099 to $2,099 for downpayments, beeaus » FH A required more eash,.”’ 

Memphis, Tenn.: “The middle income man who wants a $12,009 to $15,000 
home is out of luek, unless he is a veteran.” 

Tacoma, Wash.: “It is extremely disheartening to those who, through no 
fault of their own, were unable to serve in our Armed Forees and now find them- 
selves unable to buy homes because of high downpayments.”’ 

Sacramento, Calif.: “Most of the prospects we have to turn down because 
they lack cash for the downpayment are nonveterans. Being a little older and 
with established families, they are entitled to more consideration than they are 
getting under the FILA program.” 

Baltimore, Md.: “FHA downpayments are far in excess of the proportionate 
increase in costs since 1941.” 

Seattle, Wash.: “Until FHA downpayments are reduced to about 10 percent 
on a $12,000 house and 15 percent on a $15,000 house, our people can’t buy under 
the FHA program.” 

Los Angeles, Calif.: ‘‘A large number of thrifty people with $1,000 to $1,500 
in cash for downpayments are turned away, although they are fully qualified 
to carry monthly paviments of $65 to S75.” 

Kerrville, Tex.: ‘‘Buyvers are being forced to buy old houses or new homes 
which are too small for their large families.” 

Galveston, Tex.: ‘‘We have in the Galveston County area alone 3,090 pros- 
pective buyers who would buy new homes if FHA downpayments were lower.” 

Dallas, Tex.: ‘Many persons with excellent incomes must live in apartments 
because with present high taxes and living costs they cannot accumulate the 
necessary downpayments.”’ 

Columbus, Ohio: ‘‘Most of the prospects we have to turn away are paying 
higher rents than their monthly home payments would be.” 

Denver, Colo.: ““Demand is very good for new homes, but most of the prospee- 
tive customers lack sufficient funds for the downpayment.” 

Lincoln, Nebr.: ‘‘While we realize there is need for larger houses with more 
bedrooms, we must build small, 2-bedroom houses because the downpayment is 
lower.” 

Holden, Mass.: “90 percent of our nonvet?ran prospects have been turned 
away because of the downpayment, but only 10 percent of our veteran prospects 
are unable to buy for that reason. I can’t see why any discrimination should be 
made,” 

Riverdale, N. J.: ‘Buyers cannot save the required amount with the current 
high cost of living. It’s double hard on white-collar werkers.”’ 

Newington, Conn.: “The present FHA program is antiquated; past records 
prove that a small downpayment has been sucessful.” 

Bethpage, L. I.: ‘With a relaxation of FHA downpayments, more homes will 
be bought, and those families who can do so will put down more than the minimum 
requirement.” 

Yazoo, Miss.: ‘‘The small towns are in sad shape. 99 percent of our prospects 
are turned away because they lack cash for the high FHA downpayments.” 


PROPOSED FHA FORMULA 


The maximum mortgage shall be not in excess of 95 percent of the first $8,000 
of value plus 80 percent of the next $7,000 of value, plus 60 percent of the 
remainder. 
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(2 bedrooms] 

= 

| Present statute Proposed 

Valuation 

| Mortgage Down Mortgage Down 

| amount | payments | amount | payments 

$8,000___ | 7, 350 $650 $7, 600 $400 
| 8, 750 1, 250 9, 200 800 
9, 450 1, 550 10, 000 1, 000 
612,000. ..... - | 9, 600 2, 400 10, 800 1, 200 
| ee af! 10, 400 2, 600 11, 600 1, 400 
$14,000. 11, 200 2, 800 12, 400 1, 600 
$15,000. as 12, 000 3, 000 13, 200 1, 800 
12, 800 3, 200 13, 800 2, 200 
$17,000... 13, 600 3, 400 14, 400 2, 600 
$18,000... 14, 400 3, 600 15, 000 3, 000 
15, 200 3, 800 15, 600 3, 400 
16, 000 4, 000 16, 200 3, 800 


Amend section 203 of the National Housing Act, as amended, by adding at the 
end thereof the foilowing: 

“(g) Notwithstanding the provisions of subsection (b) of this section 203, if 
the President shall determine it to be desirable in order to maintain a stable 
economy, a mortgage shall be eligible for insurance under this section if the original 
principal obligation thereof does not exceed an amount equal to the sum of (i) 
95 percentum of $8,000 of the appraised value and (ii) 80 per centum of such value 
in excess of $8,000 and not in excess of $15,000 and (iii) 60 per centum of such value 
in excess of $15,000, or an amount equal to 80 per centum of the appraised value, 
whichever is the greater. Any such mortgage which does not exceed $10,800 may 
have a maturity not to exceed thirty years.” 

Section 8 (b) (2) of the National Housing Act as amended is further amended: 

1, By striking the words and figures: “$4,750, except that the Commissioner 
may by regulation increase this amount to not to exceed $5,600 in any geographical 
area where he finds that cost levels so require.’ and substituting in lieu thereof 
“$5,700” and; 

2. By striking the words and figures: ‘‘$4,250, except that the Commissioner 
may by regulation increase this amount to not to exceed $5,000 in any geographical 
are where he finds that cost levels so require.’’ and substituting in lieu thereof 
“$5,400”. 

Mr. Tau (presiding). There is one other witness scheduled for 
this morning’s session. I don’t know whether there is time to com- 
plete his testimony or not. We will go on and see what happens. 

The witness is Mr. Samuel Neal, representing the Mortgage 
Bankers Association. 


STATEMENT OF SAMUEL NEAL, REPRESENTING THE MORTGAGE 
BANKERS ASSOCIATION 


Mr. Neat. Mr. Chairman, my name is Samuel Neal, and I am the 
general counsel of the Mortgage Bankers Association of America. 

As far as my testimony for the association is concerned, I think I 
can complete it very speedily. 

We wanted to make an appearance before your committee to advise 
you that we have no objections to the bill in question, and would 
testify in favor of the provisions of the bill. We have voted, in our 
association, to adopt the statement of principles and recommendations, 
copies of which have been mailed to most members of this committee 
separately, which do contain certain suggestions with reference to 
FHA, VA, and other housing agencies of the Government. 

Those recommendations we would put forward if this were a com- 
prehensive housing bill. Inasmuch as it is not, and is intended to be a 
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noncontroversial measure, | believe it would be somewhat out of place 
for us to make any detailed analysis of those recommendations to date, 
so that unless you have some questions, sir, my only testimony is that 
the association would recommend the passage of the bill as introduced. 

Mr. Tate (presiding). Do you have a statement you w ould like to 
put in the record, Mr. Neal, in addition to your oral testimony? 

Mr. Neau. No, sir; that is all I care to say, Mr. Chairman. 

Mr. TALLE (presiding). Thank you very much, Mr. Neal. 

The letter from Mr. Brockbank, and others, will be made a part of 
the record. 

(The documents follow :) 


ALAN E. BrocksBank, INe., 
Salt Lake City, Utah, June 13, 1953 
Hon. R. STRINGFELLOW, 
House of Representatives, Washington, D. C. 

Dear CONGRESSMAN STRINGFELLOW: I am sorry that I missed seeing you in 
Washington, because | had some problems to discuss with you, which I thought 
were very inportant to the future welfare of our community and our country. 

I was amazed to find in the minds of many people in Congress an attitude to 
stop an inflation when our real problem is to stop deflation. I feel that I would 
like to reveal a program to you which I think will do this. I made a sincere and 
earnest study of the business conditions of this community and of the Nation in 
presenting this program, 

I understand that the Wolcott bill, which is to be heard in the very near future, 
does not include some of the tools for housing America that we so desperately 
need. I would like to point out some facts to you. 

First, America’s first industry is the construction industry, and the largest 
segment of that industry at the present time is the housing construction. Second, 
the assets of this Nation are estimated to be in excess of a trillion dollars, and 
urban real estate has assets estimated to be in excess of $500 billion, of which by 
far the major item is the homes of the people. Approximately, 53 percent of all 
the housing units in America are owner occupied, and in excess of 50 percent of the 
entire housing units of this Nation are over 20 vears of age. A large segment of 
the 44 million housing units in urban areas are in rundown, obsolescent condition. 
It is believed that a very high percentage of them would require from $2,500 
to $4,000 to put them in good condition. In some cities as many as 40 percent 
of the entire population within the city limits live in slums. 

Our second problem is a problem of downpayments and amortization periods. 
In 1940 the average family purchased a $6,000 house. The downpayment on the 
house was 10 percent to meet FHA requirements, or $600. People who bought 
them, of course, had incomes that would warrant that downpayment and the 
monthly payments on a 25-year amortization period. 

Today that house sells for from $12,000 to $14,000. It is not the same house, 
however. We are not permitted to build the same house. There is much more 
insulation; there is a bigger heating plant; there is better design; there are a lot 
of things that have changed the house within the 13-year period that has elapsed 
since 1940. 

The 1940 house sells today for from $12,000 to $14,000, and the incomes of the 
people are sufficient that they can purchase such a house. But what about the 
downpayment? It is not 10 percent. It is 20 percent, and sometimes a little 
in excess of that. This is the main place in which we find ourselves in difficulty. 

The statement is sometimes made by people who are uninformed that the thing 
we are asking for, are downpayments which are better than we have ever had 
before. This is not the ease. During the war period under title VI, we could 
take downpayments which were based on rent and permit the rent to accumulate 
to make the downpayment. Right after the war, we were required to give pref- 
erence to veterans, and we had what was known as the 505 program of VA, which 
permitted us to sell on tha basis of an FHA loan, and have a second mortgage to 
VA for a large percentage of the balance. In our project this amounted to about 
$350 down. 

Then along came regulation X under credit regulations, and jumped that up 
several time the original arrangement, and 505 was abandoned so we could only 
make an FHA or a VA loan, not combinations. At this point, there are few, if 
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any, lending institutions in America that will take a VA loan for less than 10 
percent down, plus loan costs, and an FHA loan for less than 20 percent down, 
plus loan costs, and still the people need housing and need it desperately. 

We have, over a period of years, fought with public housing. During the year 
I was president of the National Association of Home Builders, we changed our 
program from fighting public housing to an affirmative program of remodeling, 
repair and rehabilitation of the present wornout and obsolescent housing that 
was structurally sound, and the urban redevelopment of housing that was worn 
out and structurally unsound. Our program has begun to click, and we believe 
we can show the United States Government that we need no public housing, but 
in place of it we need two things. 

No. 1, alow downpayment, long amortization period for the whole mass produc- 
tion field of housing which runs from $7,000 to $25,000 in sales price, and we need 
better vehicles for remodeling, repair, and redevelopment of used housing that 
the people in low-income groups might be able to afford it. 

I, therefore, appeal to you in the name of private enterprise, and in the name 
of keeping America free to let people develop their own housing with housing 
loans that are insured and guaranteed by the United States Government on @ 
basis that they can afford to pay, and I want to point out to you that the time 
to do this job is now—not wait until we are on the skids before you consider it, 
and then take months of discussion to do something about it until you find it is 
too late. 

I suggest that vou write the bill in such form to permit the Housing Adminis- 
trator to put the law into effect, as he finds in his discretion it is necessary for it 
to be come effective. 

Yours very truly, 
ALAN FEF. BrockBank, INc., 
(Signed) Alan, 
(Typed) Anan E. Brockxpank, President. 


Mr. Tae (presiding). The committee stands adjourned to meet 
at the call of the Chair. There will be no further hearings this week. 
(Whereupon, at 12:25 p. m., the committee adjourned.) 
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MONDAY, JUNE 22, 1953 


House or REPRESENTATIVES, 
ComMITTEE ON BANKING AND CURRENCY, 
Washington, D. C. 

(The committee met at 10 a. m., Hon. Jesse P. Wolcott, chairman 
of the committee, presiding. ) 

Present: Congressmen Wolcott, Talle, Kilburn, McDonough, Betts, 
D’Ewart, George, McVey, Merrill, Hiestand, Stringfellow, Spence, 
Brown, Patman, Rains, Multer, Deane, O’Brien, Barrett, Hays, 
and O'Hara. 

The CuarrmMan. The committee will come to order and we will 
proceed with the hearings on H. R. 5667. 

We have with us this morning Mr. Boris Shishkin of the A. F. of L. 
Mr. Shishkin, we are very happy to have you back with us. You 
may proceed. 


STATEMENT OF BORIS SHISHKIN, SECRETARY OF THE HOUSING 
COMMITTEE OF THE AMERICAN FEDERATION OF LABOR 


Mr. Suisaxin. Mr. Chairman, my name is Boris Shishkin and 1 
am secretary of the housing committee of the American Federation 
of Labor and I would like to present a very brief statement on behalf 
of the federation on the Housing Amendments of 1953. 

I have a prepared statement, Mr. Chairman. I am very conscious 
of the fact that the committee is extremely hard pressed for time 
and that there isn’t very much time left for action. 

The CHarmMan. You may proceed. 

Mr. SuisHkin. The proposed Housing Amendments of 1953 
contained in the bill pending committee consideration, H. R. 5667, 
is admittedly a stopgap measure. It does not propose any important 
new programs designed to help meet the country’s housing needs. 
It does not attempt to make any substantial, and long overdue, 
overhaul of the old housing enactments. Nor does it set any new 
goals or develop new policies. 

The bill does increase by $1.5 billion the FHA authorization for 
Government insurance safeguarding mortgage lenders against loss 
on loans for either sale or rental housing. Apart from a number of 
minor changes, the second major purpose of this bill is to bring to an 
end defense housing aids under title LX of the Housing Act and also to 
terminate the defense housing and community facilities programs 
authorized by the 1951 law. All that would be left of the housing 
aids to defense upon enactment of this bill would be the small amount 
of insurance for privately built military housing and some temporary 
housing built in connection with the atomic-energy installations. 
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It is the wholehearted desire of the American Federation of Labor 
to present constructive comments and criticisms of this bill. We 
are also conscious of the faet that, unless Congress takes the necessary 
action, the defense-connected programs, along with a number of other 
provisions of the present law, will expire on June 30, which is only 8 
calendar days from today. 

While we want to be as helpful and constructive as we can, we 
realize that the 11th-hour opportunities for changing the proposed 
program are extremely secant. Our first and deepest concern is with 
what seems to us to be the inescapable significance of these proposals. 
As we read the bill, it means that, so far as the national housing policy 
is concerned, the defense effort is all over. It marks the turning 
point from a continued, sustained national effort for preparedness 
against aggression, to a relaxed return to carefree normalcy. 

For this we see no justification. We regard the protection of 
national security of the United States as the unfinished business of 
the first and foremost order. If the defense effort is to be carried on, 
if the threat of Communist aggression is to be overcome, as we 
believe it must, and with greatest urgency, then the supporting 
defense housing and defense community facilities programs should 
be kept in full effect. 

Secondly, we cannot escape the impression that the program of 
this bill is mainly a dismantling program, that it is negative, rather 
than positive in purpose. Surely, useless programs should not be 
perpetuated. But it seems to us that, if there is to be a new and 
improved housing program, Congress should be ready to have the 
new to replace the old. To dismantle before we are ready to rebuild 
this particular machinery of Government is a wasteful and costly way. 

Finally, it seems to us that, even if we regarded the objective of 
rearmament and defense as less compelling than before—and we don’t 
believe we should—-we must pursue the vitally important goal of 
assuring the future economic stability of our country. ‘To maintain 
housing activitv undiminished, to bring good housing within the 
financial reach of more American families, to drive for a balanced, 
not speculative, but sound expansion of the housing market-—these 
seem to us to be the foremost requirements of a dynamic national 
housing policy. 

THE HOUSING NEED 


Emergency needs for housing and community facilities In areas 
dominated by defense activity have by no means been met. In many 
areas defense activity is expanding. Even if the total volume of 
defense activity levels off, but the goals of defense build-up continue 
to be pursued in accordance with President Eisenhower's expressed 
views, continuation of the defense program for housing and commu- 
nity facilities will remain a must. 

While defense housing requirements have a special degree of ur- 
gency in the present situation, defensive strength calls for the strength 
of the entire economy. The overriding concern of the national housing 
policy, therefore, is with the housing needs of the country as a whole. 

The extent of these needs has been emphasized in a recent study 
published in the April 1953 issue of Fortune magazine. This study 
points out that, despite a relatively high level of residential construe- 
tion in recent years, by the end of 1953 there will be an accumulated 
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deficit of 3 million dwelling units, needed merely to keep up with the 
increase in the number of households since 1930. This estimate 
leaves completely out of account the need to replace millions of 
substandard homes. 

The Fortune study shows that the housing supply has fallen bebind 
even the poor showing of 1930. For example, 40 percent of all housing 
standing today is more than 30 vears old as compared with 30 percent 
in 1930. Only 20 percent of today’s houses were built in the preceding 
decade as compared with 28 perceat in 1930. 

Of the 10 million substandard units in 1950, only 3 million are now 
vacant. The Fortune study points out that whatever increase in 
vacancies has taken place since 1950 is due mainly to the creation of 
innereity vacancies by suburban building and that a large proportion 
of these so-called vacancies in the innercity areas are undoubtedly 
substandard. 

This and other evidence removes any doubt that we have need to 
make up a large accumulated housing deficit. In addition, of course, 
we must meet the current demand as well as assure housing for future 
growth. Decisions with regard to the character and scope of changes 
in the existing housing program must be based on the consideration of 
the housing needs of the country, and of the special needs arising from 
recent changes and developments. 


THE FUTURE OUTLOOK 


The national housing policy, as expressed in the congressional enact- 
ments, must also be guided by a clear-cut purpose of stimulating 
continuing growth and expansion of the American economy, supported 
by a rising standard of living of the American people. This means 
that we need more and better housing. It means particularly that 
we need more and better housing for the great number of the American 
families who find today that good housing is beyond their financial 
reach. 

According to statistics published by the FHA the average selling 
price of new homes sold with FHA mortgage insurance last year was 
$10,000 and involved a monthly housing cost of $83. The average 
annual income of home purchasers under the FHA program was $4,800. 
The average gross weekly earnings for factory workers in 1952 were 
$68. Even assuming full 52 weeks of employment, which is better 
than the average factory worker's income record, the average annual 
earnings of factory workers were $3,536 or approximately one-fourth 
less than the average annual income of FHA home purchasers for 
1952. Many factory workers and most workers employed in service 
and trade industries earn considerably less than this average. ‘Thus 
it is clear that the FHA program is meeting the needs of only those 
families whose incomes are considerably above the average. 

There is also conclusive evidence that much of the housing being 
built under the present FHA program is below the minimum standards 
of adequacy for the average family. Spacewise, the area of 920 
square feet, typical of the new homes insured by the FHA in 1952, 
is much too small for a family of 4, according to the findings of the 
committee on hygiene of the American Public Health Association. 
Housing most needed is the kind of housing that people could afford 
and the kind of housing that would meet at least the minimum re- 
quirements for wholesome living. 
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The needs of the lowest income families for adequate housing can 
be met only through an effective low-rent public-housing program. 
The American Federation of Labor has stated again and again that 
the 135,000 units a year authorized by the Housing Act of 1949 is 
the minimum that is necessary even to begin to meet the needs of 
low-income families. We also need a program to provide good hous- 
ing for middle-income families—those who are ineligible for public 
housing but cannot afford the high-price houses being built by high- 
profit speculative builders. 

In looking to the future, Congress must be concerned with the 
housing needed, but it also must take into account the role of the 
housing industry in our entire economy. The number of homes 
started in May of this year dropped 9 percent below the number of 
starts in April, and 5 percent below the average monthly rate of last 
year. While unseasonable weather in many parts of the country 
may have accounted for a part of this drop, not all of it can be blamed 
on the weather. Examination of the basic trends in home building 
indicates that we are likely once again to fall behind the required pace 
in housing construction. 

The biggest cloud overshadowing the housing outlook is the recent 
increase in interest rates. ‘These increases were precipitated by the 
rise in the interest rates on Government borrowing. This initial rise 
was followed by the increase in interest rates for VA-guaranteed 
loans to 4% percent and FHA-insured mortgages to an effective 
5 percent rate. 

As was to be expected, the Government’s action in raising interest 
rates quickly spread to the private sector of the economy. Reports 
from around the country indicate substantial increases in interest 
rates on farm loans, smatl-business loans, and other forms of private 
lending. 

At present, the situation is still unsettled. Large lending institu- 
tions are obviously withholding large commitments in order to make 
sure they could gain the maximum advantage from the increased 
return on the funds they have available for investment. The rising 
vields on corporate, State, and municipal bonds have made the VA 
and the FHA mortgages less attractive to large lenders, such as savings 
banks and insurance companies. 

Thus, the effect of the Government’s high-interest-rate policy has 
already shown itself to be deflationary. Housing activity is becoming 
unduly restricted. The increased burden of financing placed upon 
home buyers by the increased interest rates will have the further seri- 
ous result of widening the gap between the available new housing and 
the home buyer’s ability to pay instead of narrowing it. 

Also extremely serious to workers’ families and to other urban fami- 
lies of small means, is the effect of the premature removal of Fedetal 
rent controls in all but a handful of areas. Thousands of families of 
workers who will be hard hit by the inevitably sharp increases in rents 
will be the very people for whom there is no prospect of obtaining other 
adequate housing within their ability to pay. 

Consideration should therefore be given to modifications in the 
housing program which would encourage construction of low-priced 
housing and thus broaden the housing market as a whole. 

We can hardly afford an extended study period of all the factors 
involved in this problem. Once the building cycle hits the downswing, 
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it may easily get out of control. A sharp decline in housing activity 
would affect the entire economy and lead to the curtailment of activi- 
ties in many other supporting industries. It is better, therefore, to 
retain and enlarge the existing programs instead of deferring any 
action pending further study in the future. The American Federation 
of Labor supports a study-as-you-go policy rather than one which 
would call a halt to the needed housing expansion, pending a review of 
past experience. 
RECOMMENDATIONS 


1. We urge continuance for at least another year of the authori- 
zation for insurance of mortgages for defense housing under the FHA 
title IX program—and provision of funds for public construction of 
defense housing where necessary. We also ask a year’s extension of 
provisions authorizing Federal assistance to defense areas for vitally 
needed community facilities. 

2. We recommend that adequate funds be authorized for direct 
loans to veterans under the provisions of section 512 of the Service- 
men’s Readjustment Act to enable veterans to obtain housing-loan 
funds at less than the excessive rates charged by the mortgage lenders 
at the present time. 

3. We recommend that a similar authorization for direct loans be 
provided to make available mortgage loans at moderate rates for 
cooperative housing developed under section 213 of the National 
Housing Act when private loan funds are not obtainable on reason- 
able terms for cooperative housing projects otherwise eligible for 
FHA mortgage insurance. 

4. We suggest that for rental housing built under section 207 of 
the National Housing Act, upper limits be raised on larger units 
eligible for FHA insurance—that is, units with 3 or 4 bedrooms— 
to encourage greatly needed rental housing for larger families. This 
would bring the rental housing program in line with section 203 of the 
act which now makes such a provision for homes offered for sale. 

5. We ask that essential safeguards be placed in the FHA pro- 
gram to protect the interests of the home buyers. We recommend 
two specific measures: 

(a) Every builder of FIHA-insured housing, or receiving other 
financial assistance under the program, be required to sign a builder’s 
warranty against structural defects that may develop within the first 
2 years after completion. 

(6) Purchasers of homes under the FHA and VA programs should 
be given protection through a “lapsed payments” plan. This would 
establish a revolving fund out of which payments could be maintained 
in the event a home buyer is forced into a lapse of monthly payments 
due to unemployment, iliness, death in the family, or other emergeney. 
The mortgagor would be expected to make slightly higher monthly 


payments when he resumes his payments to make up for the lapsed 


time and reimburse the revolving fund. 

6. We ask that housing built under the FHA and VA programs be 
made subject to the requirement for the payment of wage rates pre- 
vailing in the locality, as determined by the Secretary of Labor. 

7. We support the provisions of H. R. 5667 increasing the FHA 
insurance authorization and extending the temporary housing pro- 
gram in AKC areas. 
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8. We ask that the provisions of the bill which limit the 1-year 
extension of authority to defense housing already progamed be modi- 
fied to permit further programing. 


CONCLUSION 


Our housing supply has not kept up with the need. The special 
defense housing needs have not been met and adequate provisions for 
meeting them should be made. By cutting off the existing programs 
at this time and without taking any further positive action, Congress 
may well aggravate the hesitanev already indicated in the housing 
activity, discouraging instead of encouraging the much-needed 
housing expansion. 

We strongly recommend that the proposed measure be reconsidered 
in the light of these recommendations and be broadened to sustain 
expansion in the needed housing activity of the Nation, 

Now, may I indicate to the committee some of the main considera- 
tions we have in connection with the recommendations we are making? 

The CHarrman. You may do so. 

Mr. Satsuki. We have legislation before us which is admittedly 
stopgap legislation. 

It does not propose to go into any of the broad questions of poliey 
in connection with the private housing phase of the Federal legis- 
lation, but does propose to make some modifications, particularly with 
respect to defense housing. 

Our greatest concern, as 1 have stated, is over that phase of the 
proposed bill. We feel that, in a way, the purport of the proposed 
amendments is to indicate to the country that defense housing is no 
longer needed, that defense activity is no longer to be as intensive— 
that is, it is either going to be tapered off or sloughed off altogether. 

Our concern is mainly with two aspects. In the first place we feel 
that the defense program must be carried on just as fully and effectively 
as it has been in the past, and that any indication of relaxation, of 
abandonment, of the necessary tools to support the defense program, 
we feel, at this time, is not called for. 

Secondly, to repeat, in the actual examination of the facts as we 
have them-—and we have local housing committees that report to us 
about current developments around the country-—we find that no 
matter what may be done in the future, the past authorizations and 
the actual activity going on around the country does not warrant, at 
this time, the termination of the defense housing aids, largely because 
the defense workers still need housing; the pressures are still very great, 
and there is still a great urgency to provide not only the supporting 
defense housing for this activity, but also the supporting defense 
community facilities that are authorized by these programs. 

I don’t want to go into any factual detail as I have already covered 
it in the prepared statement, with respect to the current housing 
need, but I do wish to reemphasize that we have three factors to be 
borne in mind. 

We still have a very heavy housing deficit. I think that one fact is 
something with which the country is not thoroughly familiar. As a 
matter of fact, in 1953, as we know from the facts developed in the 
last 2 vears, our position is less favorably situated with regard to the 
housing supply than it was in 1930, and as we know, 1930 was not a 
good year with respect to housing. 
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We have had a tremendous growth of population, a tremendous 
shift in family formation, and we have, as the result, a need for greater 
housing supply than we have had in the past. 

And yet, if you examine the standard figures available—for example, 
those of the Joint Committee on the Economic Report, and the Eco- 
nomic Indicators, on page 18 of the last issue, they present graphically 
the picture, which shows that the new housing starts, for the past 
3 years, have been following their yearly curve at just about the same 
level. There has not been, for 3 years, any variation in the overall 
volume of the housing supply, and yet it should be noted that these 
were 5 years of very rapid growth, both in family formation and in 
the growth of the population. 

So we are adding to the deficit currently. We do need to have 
housing expansion. 

The next point of concern, as I have mentioned in my statement, 
is the fact that we feel very strongly that there is no object in domestic 
policy that is more important, that is more overriding, than such 
action as may be taken to preveat a recession. As a matter of fact 
the ramifications of that objective have a bearing on everything that 
is going to happen in the United States, on everything that is going 
to happen in the free world. 

We in the United States have been favorably situated. We have 
not had any destruction due to war on our own land; we have not had 
as much dislocation as other countries, during the years of war and 
the vears of reconstruction since the war. We have maintained a 
degree of stability over a long period of vears. If anything happens 
in the way of economic dislocation, the reverberations of it will have 
such tremendous effects, and will resound so loudly all around the 
world that the consequences of that are just about incalculable, and 
it is for that reason we feel that one of the very crucial areas of national 
economic policy, that is the encouragement of such actions by the 
Government that will help sustain expansion of our economy, is ab- 
solutely indispensable. 

We are concerned about the effects of the increased interest rates 
in Government borrowing, first, and of course their reflection in the 
housing area, on mortgage financing-—both FILA and VA loans. 

1 certainly am not going to contend that there was very much 
choice, in the housing field, after the decision was made by the Treas- 
ury to increase the interest rate on Government bonds. The sensi- 
tivity of the investment market is considerable, the retention of a 
lower interest rate which does not bring forward the loans, of course, 
does not accomplish the purpose needed, and as a matter of fact, even 
with the increase in interest rates, we still find a period of hesitation, 
and the large investors, the insurance companies and the savings 
banks, have not found the time opportune for them to make a decision 
and to release necessary funds for the mortgage field. 

So mortgage money is still tight, it is still restricted. But the 
broad aspects of this policy seem to indicate that we do have Gov- 
ernment policies which are creating a state of mind that is restrictive, 
a situation which is deflationary. 

And it is in view of this that we feel rather strongly that the housing 
policies of the Federal Government ought to take into account the 
need for continued expansion of housing construction, and measures 
which would sustain it. 
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Having touched on the interest rates, insofar as they apply to 
housing, I would like to point out this again: That although, of course, 
the availability of the funds is related very largely to the ability of the 
lender or the investor to have a return on the money which is not 
available to him, no matter what the purpose of his particular invest- 
ment, that in the case of FHA housing, that a very large proportion 
of those funds are risk-free, so that to the extent to which the interest 
rate is a payment not only for the use of the funds but also for the 
risk, that element is absent almost entirely from this picture and to 
that extent of course the justification for a higher interest rate is not 
the same as it would be with other types of investment. 

In the picture before us there stands out perhaps the largest area 
of need for housing expansion, and that is the need for provision of 
such encouragements to greater housing activity in the middle-income 
area, in which we have available provisions, in the law, for cooperative 
housing, under section 213 of the act, and for other types of activity 
that can bring housing within the financial reach of the families in 
that bracket. 

This perhaps is of major importance insofar as it relates to the 
present legislation, and I am not at this time going into the kind of a 
need, inasmuch as the committee is very familier with our views in 
connection with such housing, which is not covered by this legislation. 

But we do know that in May there has been a slight decline in the 
volume of housing starts—9 percent as compared with the previous 
month, 5 percent as compared with a vear ago. 

May was a month of unfavorable weather, and vet a decline of that 
size and scope cannot all be blamed on the weather, and I think that a 
close analvsis of the actual experience in the industry would indicate 
conclusively that this was a turning point in the expansion of housing 
activity, 

In the light of these considerations, we recommend very strongly 
that the defense-supportinz provisions, which would make possible 
expansion and adequate provision of housing for defense workers under 
the FHA title [IX programs, and provisions of funds for public construe- 
tion of defense housing, be continued. 

We also recommend that adequate funds be authorized to make 
possible direct loans to veterans under the provisions of section 512 
of the Servicemen’s Readjustment Act, so that the veterans might 
be able to obtain housing-loan funds when they cannot secure housing 
because of the absence of the loan money at reasonable interest rates. 

At the present time, the loans that are available are not serving the 
needs of veterans in the country as a whole, and that the availability 
of such funds is confined pretty much to rural areas, and the broad 
need of veterans for housing will be continuing with the number of 
veterans that will be returning to normal family life, and they will be 
confronted with the absence of adequate provisions to have that need 
met. 

We also would like to emphasize that there is a continuing need, 
a need very vital to our economy, for additional encouragement of 
rental housing. It is vital because one of the characteristics of our 
economy, an outstanding characteristic, I might say, has been the flexi- 
bility of movement of our workers. We have accomplished what we 
have, over a period of time, in the way of managing the necessary 
essential productive activities, because of the ability of the workers 
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to move freely, but in order to move freely they need to have avail- 
able a much larger supply of rental housing than they have had in 
the past. 

Under section 203 of the act, at the present time, there is a pro- 
vision that would permit the raising of the upper limit on housing 
insurance, in order to accommodate families that require a larger 
number of rooms. 

There is no such provision under section 207 that relates to rental 
housing, and we would very strongly recommend that such a pro- 
vision as is now available under section 203, be provided likewise 
under section 207. 

We want to again point out that we support the provisions of H. 
R. 5667, increasing the FHA insurance authorization and extending 
the temporary housing programs under the Atomic Energy Commis- 
sion program, but we ask that the provisions which are being ter- 
minated as of the end of this fiscal year, be extended for 1 more year 
at the present time. 

We also would like to point out that there were two simple devices, 
in connection with the FHA program, that the A. F. of L. recom- 
mended some time ago, that did not meet with any strong or articulate, 
or reasoned opposition from any quarter, and these two recommenda- 
tions were very simply that in the construction of housing, there 
would be a requirement for the provision of a builder’s warranty, 
so that the home purchaser would know, when he buys, that he 
would have as much assurance as when he buys an automobile that 
what he lives in is not going to be Jerry-built, with floors warped 
and ceilings caved in, after he has made his investment. It is a 
simple requirement, a 2-year warranty, for constructural defects 
only, that the builder would be required to make good on if they 
appear. 

The second one is a very important one, we feel, in order to safe- 
guard against any future developments in the way of unemployment 
around the country, and that is a lapsed payments plan, which would 
simply establish a revolving fundout of which payments could be 
made to the lender or to the source of purchase of the house, if the 
payments are lapsed because of some emergency, such as unemploy- 
ment, illness, death, or other emergency which makes it impossible 
for the home buyer for a brief period of time to meet these payments 
and that they be made for that period out of the revolving fund and, 
of course, at the end of the elapsed payment period, the payments 
made by the purchaser would be increased somewhat in order to make 
up for the lapsed payments and to reimburse the revolving fund 
over the remaining period of the mortgage for the payments made. 

If a plan of that sort, limited in time, were to be put into effect, 
the country would be safeguarded against the kind of accumulative 
snow-balling distress which might result from unemployment which 
might come along. 

It is a simple provision, and a workable one, and no serious ob- 
jection has been raised from any source. But the time to make 
a provision of this sort is now. 

Mr. Cole, the Housing Administrator, has said that no substantial 
measures will be recommended at this time, and that we will have to 
wait uatil we have made a study. He has undertaken some con- 
sultations. They are altogether good. But we feel that many of 
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these things, in housing legislation particularly, should be the result 
of a study-as-you-go policy, instead of waiting-while-we-study 
policy. 

It is an extensive field, and a highly complex field. Any study, 
in this area, requires a great deal of time, a great deal of gaging of 
experience, a great deal of examination of the past record, a great 
deal of experimentation, actually, in order to see how a particular 
project or program or proposal might apply on a limited basis before 
it is applied universally. 

Our housing supply has not kept up with the demand. We do 
have the continued need to sustain the expansion of the activity in 
the future, and it is with this in mind that we submit these recom- 
mendations, Mr. Chairman. 

The Cuarrman. Mr. Rains. 

Mr. Rains. I have noted with interest two of vour recommenda- 
tions, and with approval also, especially the one having to do with 
the direct loans to veterans, and the one having to do with the estab- 
lishment of a warranty in FHA-and VA-insured loans. I have in- 
troduced two bills in connection with these problems and I hope this 
committee will consider them in connection with this legislation. 

Last year, a subcommittee on which Mr. Cole served, and other 
members of this committee, and which I headed, made a study and 
we came to the conclusion that something had to be done with refer- 
ence to warranties, to try to eliminate so much of the shoddy con- 
struction. 

We further recommended that the specifications of all FHA and 
VA houses be made available to the purchasers. 

Getting back to the VA-guaranteed loan, I noted that you stated 
that it was your opinion that in the rural sections, and in certain 
sections of the country, there was no money available for VA loans 
and even, in some instances, FHA loans, even at the increased interest 
rate. Is that your opinion? 

Mr. Suisukrn. I think quite generally, Mr. Rains, the mortgage 
nioney is not forthcoming, and it isn’t surprising, really, because you 
find that the large investors, the savings banks and the insurance 
companies, are now waiting for the situation to settle down. 

Obviously, when large investments are made, a very small fraction 
of difference in the interest rate for a large commitment means a very 
large difference in return, and there are today in the market opportuni- 
ties for investment of that kind, of loan investments of that kind, and 
tax-exempt municipal bonds, and other types of obligations which 
might be a little more favorable at this time. 

By and large, of course, the safety, from the risk standpoint, makes 
an investment in housing mortgages by far a preferable one and I 
think the only reason for the waiting is because large investors are 
waiting for the market to settle down. As a result of the initial 
action, it has not yet run its course and the interest rates have not 
settled around the country. 

Also, by withholding the funds, there is an element in the picture 
also of seeing to it, while these rings are spreading around the whole 
economy, from the source of the first action on this, that the with- 
holding of substantial investment funds might help to raise the 
interest a little more. 
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Mr. Rains. The truth is in all sections of the country—I know it is 
true in the South and I think it is true in the West—that in all sections 
of the country away from the financial centers of the Nation, like 
New York, Chicago, and the great financial centers, there is absolutely 
no money available for VA loan mortgages, and the increase in 
interest rate, in my section, if anything, made the situation tighter, 
because as you said, they are waiting to see if rates are going still 
higher. 

And I share vour opinion that unless the Congress provides some 
kind of direct loans to veterans there is not going to be any money 
for VA loans at the present rate of interest, away from the great 
financial centers of the country, because they are just not buying the 
mortgages. I am getting constant complaints from my State that it 
is tighter now than it was prior to the increase in interest rates. 

So I agree with you thoroughly that we need to provide some kind 
of direct loans for veterans. We went through this situation once 
before. I don’t want to use the term—lI have no bone to pick with 
the people who have the money to lend in this country—-but I remem- 
ber once before when there was a sitdown strike by financial interests 
and money lenders, when there was absolutely no money at all avail- 
able from private sources until we instituted a direct loan, and that 
broke it loose somewhat. 

Don’t you think the same thing is evident today in some centers, 
that they are holding back on the money to see if the interest rates 
won't go higher and higher? 

Mr. Suisukin. | think the element is undoubtedly present. Also, 
you have a number of situations, Mr. Rains, that will need constant 
followup and examination, so as to bring out those facts, of the kind 
that your committee brought out in its hearings around the country 
not long ago, but, as I pointed out before, it ought to be a study-as- 
you-go situation, so that we accompany our examination of the facts 
with action. 

If the veterans’ needs are these at the present time, there ought 
to be a means of establishing them and determining them at the local 
level and reporting them to the Congress. 

Mr. Parman. | would like to ask some questions, Mr. Chairman. 

The CaarrMan. Mr. Patman. 

Mr. Parman. I agree with you on the interest rates. I think, too, 
we must have some way of providing this money in the event the 
investors don’t come back into the market. They are definitely out 
now. There is no money in my section of the country now at all. It 
has just absolutely stopped. 

Mr. SuHiIsHKIN. | think that is universal, Mr. Patman. 

Mr. Parman. It is universal? 

Mr. SuisHkin. Yes, sir. 

Mr. Parman. I had an idea that perhaps in New York or New 
England, where they have so much money, there might still be money 
flowing into the construction industry. But we don’t have it down in 
the Southwest. 

Mr. SuisukIN. I might say that the building and loan associations, 
when they have their own funds, independent of the larger investors, 
and have a narrower margin to work on, that they are more likely to 
provide the necessary money in order to keep continuity in the market. 
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It is to their interest not to be frozen out of the market, and to main- 
tain a degree of activity. And they are striving to maintain that 
flow to the extent that they can. 

But where they have to fall back on the larger investors, the savings 
banks and insurance companies, that money is not forthcoming. 

Mr. Parman. In my section it is just frozen. They are not doing 
athing. And I think it is very necessary that we do something in this 
Congress if it is at all possible to do it. 

Another thing: I think it is treating these veterans unfairly, who 
have not had an opportunity, up to now, to take advantage of their 
loan privileges. And those privileges expire, I assume, in a few years. 
For most veterans they have already expired, haven’t they? 

Mr. Sutsukin. Well they will, as time goes on. 

Mr. Parman. We passed the law in 1944, and it is now 9 years. 
May [| ask about that, Mr. Chairman, when they expire? 

Mr. Barrerr. 1957. 

Mr. Parman. That is 4 more years. But it looks too much like 
we are taking advantage of the rest of the veterans, especially these 
Korean veterans who are just coming out of the service. They have 
to pay a very high rate of interest to get the money, if they get it at all. 

Mr. Karns. The main thing they are complaining about is that 
they can’t get the money at all. 

Mr. Parman. Do you look upon money as a commodity, Mr. 
Shishkin? 

Mr. Sutsukinx. Well, that is a very philosophical question, Mr. 
Patman. If it had been any other member of the committee I would 
not hesitate to make a flat answer, but being Congressman Patman, 
I would not want to engage in any debate over what the meaning 
of money is. 

Mr. Parman. I thought from your testimony that you had given 
consideration to it. 

Mr. Suisuktn. Yes, I certainly have. It is a peculiar kind of a 
commodity, of course. 

Mr. Patman. Well, don’t you look upon it more as a medium of 
exchange than as a commodity. Of course, as long as we had gold, 
where it was actually a commodity, that was one thing. But, now, 
I thought it was a medium of exchange, and in the discussion of 
money now in administration circles it is being referred to as a com- 
modity. I just don’t understand it that way. I hear people referring 
to money as a commodity. 

Mr. SuisHkin. Of course your point is borne out by the fact that 
we are living in a credit economy, very largely. That medium of 
exchange, as such, as in terms of credit obligations of one sort or 
another, beginning with the check, rather than the actual currency. 
Our thinking that used to apply either to gold or currency is no 
longer applicable and that is why the importance of any such pro- 
vision is so great. 

Mr. Parman. In other words, our economy is surviving on book- 
keeping money, or ink money, created and manufactured money. 

Mr. Sutsukin. That is right. 

Mr. Parman. That is where this interest rate is so devastating. 
Out of the money in the banks, for instance, just the ones connected 
with the Federal Reserve, there is about $140 billion of manufactured 
money, based on about 20 billion actual dollars. 
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In other words, there is a ratio of 7 to 1. The ratio generally is 
about 6 to 1, | believe. But for every dollar of actual money they 
manufacture 5 more dollars, so they not only get the interest on that 
$1, but on 5 more dollars, so that makes the inerease in interest rates 
about 5 times as bad, doesn’t it? 

Mr. Suisukin. Well, the secondary effects of the imerease action 
are the most devastating, of course, as far as the country is concerned, 

Mr. Parman. I wanted to ask vou if vou have heard of any policy 
being adopted such as in my hometown of Texarkana, Tex. We have 
a public housing project there, and it is eceupied principally by vet- 
erans. They were notified not so long ago that they would have to 
have separate meters for all their apartments. There are several hun- 
dred in the building. Heretofore they have always had a master 
meter for their water and for their electricity, for their gas, and now 
they are notified that they will have to have an electrie meter in each 
apartment. They won't recognize this master meter any more. 

Have you heard of a policy like that being adopted elsewhere? 

Mr. Suisukrn. In the public housing projects? 

Mr. Parman. Yes, sir. 

Mr. Suisakin. Well, the housing projects—and their manage- 
ment—are controlled entirely by the local housing authority, and 
I have heard of any policy that might have been indicated at the 
national level on this. I don’t know whether any other authority 
might have thought up that kind of a device. 

Mr. Parman. I realize that they are handled by local people, but 
I just wondered if that policy is being invoked elsewhere, requiring 
these people to have a separate meter in each apartment. 

You haven’t heard of that? 

Mr. SutsuHkin. No; haven't. 

Mr. Parman. In hotels they don’t require it. Of course they are 
transients, and there might be some justification for that. But in 
these larger apartment buildings don’t they have master meters, most 
of them? 

Mr. SuisHkin. Yes. 

Mr. Parman. And large office buildings? 

Mr. SuisHKin. Yes. In some instances you would have in the 
apartment house individual meters for the individual apartments. 

Mr. Parman. But, generally, they have a master meter for the 
whole building? 

Mr. SuisHxin. That is right. 

Mr. Patan. So if the utilities carried this thing to its logical 
conclusion they would require all these office buildings to have separate 
meters, and all the apartments in apartment buildings to have separate 
meters. 

Mr. SuisHKin. In many cases I think it has been found, as far as 
the studies that have been made are concerned, in the rental housing 
field, that the expense of installing individual meters, and servicing 
individual meters, far exceeds the cost of having a master meter and 
making a rough estimate for the consumption by the individual 
apartment, based on the number of people in the family. 

So that kind of a device is exceptional, I would say. 

Mr. Parman. It is rather disturbing to me. I had never heard of 
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that policy before. I hope it is not just something intended to punish 
people in the public housing project. 

Mr. Saisuxin. I wanted to note, Mr. Chairman, if I may, that in 
the total budget of the family, as it applies to all ramifications of the 
economy as a whole, that the expenditures not only just for rent, but 
all the expenditures that go for shelter alone—that is in order to 
maintain the household, and in order to provide housing and shelter 
for the family, apart from food and clothing, and other items of 
expenditure, are a very major portion of the budget of the people of 
the United States, 32 percent of all the family expenditures go to 
housing or housing related items. 

Mr. Parman. That is about a third, isn’t it? 

Mr. Suisakin. That is just about a third, and I am citing this 
figure particularly to impress upon the committee the importance 
of this committee’s action on housing legislation, because the housing 
activity that sustains that whole flow of expenditures, that sustains 
actually the supporting industries, that provide for new housing, the 
equipment, the furnishings, utilities, and everything else, are all tied 
up to these expenditures that we are dealing with here in housing. 

Mr. Parman. The interest rate will affect that even more. On a 
$12,000 to $15,000 home, one-half of 1 percent interest will amount 
to from $900 to $1,200, on a long-term loan. That is just for one-half 
of 1 percent. One percent would be twice that much. 

So that is a considerable cost added to this 32 percent, in addition 
to what they have paid in the past. 

What I am afraid of, in this high interest policy being invoked now, 
and which is going by leaps and bounds, is that it is going to be such a 
great inducement, an invitation to the enormous wealth of the country, 
to go right into tax-exempt securities. Tax-exempt securities have 
increased 50, 75, and 100 percent in earning power in the last few 
months. You notice advertisements in the papers where you can buy 
tax-exempt bonds, issued by good cities of the country, good counties, 
that will earn 5 percent and more. 

Well, of course, to a person in the hundred-thousand-dollar bracket 
that means about 30 percent or 35 percent in comparison to a taxable 
security, and if we keep on permitting these bonds to go down in price, 
which cause the interest rate to go up, and tax-exempt securities’ 
interests go up, the big wealth of the country will soon be in tax-exempt 
securities and pay no tax at all. 

Don’t you see a dangerous trend in that direction? 

Mr. Suisuxin. As a matter of fact, Mr. Patman, we would advo- 
cate and seriously urge the consideration and study by this committee 
of the possibility of imposing some form of taxation on bonds that 
are related to interstate commerce. 

Mr. Parman. Well, you might just as well forget that. That is 
out. We went through that years ago when Mr. Roosevelt was at 
the height of his popularity, his Secretary of the Treasury, Mr. 
Morgenthau, tried his best to get something like that done, and he 
did succeed in getting the securities issued , the Federal Govern- 
ment made taxable, but he made no progress whatsoever in getting 
the securities of States, counties, cities, or political subdivisions, 
made taxable, and if it couldn’t be done then it can never be done. 
So that part is out. You might just as well forget that. 
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It is of doubtful value, and I doubt if the approach is the right one, 
but since we have personal knowledge of what actually happened under 
circumstances which were the most favorable, and it was impossible 
to even make a dent in it, we might just as well forget that approach, 
I think, and have this other approach, namely, to have low interest 
rates. Because when you can make loans amounting to 6 to 1 and 
more and 16% to 1 in the case of savings, for every dollar, it looks to 
me like 2}; percent on a long-term bond should be sufficient. 

The Cuairman. Are there further questions of Mr. Shishkin? 

Mr. Deane. Mr. Chairman, may I have one? 

The Cuarrman. Mr. Deane. 

Mr. Drann. The National Association of Home Builders was be- 
fore our committee indicating that they would like to see a smaller 
downpayment. At the sme time, in answer to questions by some of 
my colleagues, they indicated that this would not bring about any new 
housing starts. 

Do you have a comment on this lower downpayment question? 

Mr. Suisukin. Yes; i would say this, that as far as the downpay- 
ment is concerned—of course, a lower downpayment is something 
that the worker would like to see. At the same time—and we have 
lived very closely with this probiem over a long period of time—lI must 
have lived it from the beginning because I was associated with Alex- 
ander Sachs at the time when the FILA plan, so-called, was being for- 
mulated and worked with him on it—and we have introduced this new 
system, we have provided these new safezuards—-at the same time we 
have to be very conscious of the fact that the inducement to a family 
of given finencia! means, in a particular bracket, to assume the respon- 
sibility for home ownership, has got to be backed up by the ability of 
that family to carry on that home ownership. It doesn’t do the coun- 
try or that family any good to be brought into the situation wherein 
they make the expenditures and incur the indebtedness, in order to 
carry on the household on a home-ownership basis, and then have to 
let go. ‘That is ruinous to them and to the economy. 

So that we have to find some stopping point at which the down- 
payments can be cut. Also when we think of the future stability we 
have to be very cautious in reducing the downpayments drastically. 
At the same time there may be a justification, particularly in the case 
of veterans and others who have an assured income over an extended 
period of time, to acquire housing on lower downpayments. 

Mr. Deane. From the testimony by Mr. Spiegel I couldn’t deter- 
mine that that would bring any relief to the present drying up of 
mortgage money. 

Mr. _ tes No; it would certainly enhance the demand for 
housing. More people would be wanting to acquire housing, and 
since the demand increases it might help to bring the money in at a 
somewhat higher interest rate, but not at the present level. 

Mr. Deane. I do not understand you, though, as recommending 
tha: in your statement. 

Mr. SHIsHKIN. No. 

Mr. Deane. That is all. 

Mr. McDonovau. Mr. Chairman. 

The Cuairman. Mr. McDonough. 

Mr. McDonovuau. Suppose there had been no increase in the rate 
of interest on GI loans, and they had remained at 4 percent. Wasn’t 
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that killing the market, insofar as starts are concerned? They weren’t 
buying the mortgages, they weren’t interested and there was no 
market for them. 

The testimony that I have heard up to now is that the increase in 
the rate of interest has killed the market. Yet if they had not 
increased the rate of interest the market would have died anyway. 

Mr. Suisnkin. No; Mr. McDonough, I don’t think it is in the 
increase in the rate on housing that has killed the market. It is the 
increase on the interest rate on Federal securities, the Treasury action 
which initiated this, and which has really resulted in pretty far- 
reaching readjustments in interest rates around the country. 

Some of the small-farm loans, small-business loans, have driven 
their interest rates up as much as 2 percent from the previous rates. 
This has unsettled the market and | think we are confronted with the 
watchful waiting period on the part of the larger investors to see if the 
interest rate goes up further. 

Mr. McDonoveu. You are referring to the increase in the interest 
rate on Treasury bonds to finance the public debt? 

Mr. SutsHkin. On the 30-vear bonds, ves. 

Mr. McDonoveu. Which was increased from 2's percent to 3% 
percent? 

Mr. Suisukin. Yes; that is a very visible increase. 

Mr. McDonoven. Do you think the Treasury Department could 
have financed that money at a lower rate of interest? 

Mr. SutsHkin. My own judgment ts that it could have. Interstate 
rate alone is not the sole criterion on which this is done. It is the 
management of the entire operation as well as the Treasury policy 
with regard to further issues. 

Now, if this was to be a shift from short-term to long-term commit- 
ments on the part of the Treasury, and the investors were advised of 
what the new policy was to be, I think that this policy would have been 
successful. The issue itself is what is oversubscribed five times and 
vet we have had a decline in the bond market largely because it was 
quite clear that this was still driving into a fairly largely short-term 
bond market—that is the Treasury refinancing in the latter part of 
this year will be on short-term obligations, which are, of course, in 
this unsettled period far more desirable. 

Mr. McDonovau. As I understand the Treasury Department is 
obligated to refinance some $45 billion of the national debt, certain 
obligations outstanding, between now and the first of January. 

Mr. SaisHxin. That is right. 

Mr. McDonovau. Do you believe that the financial market would 
be in a healthier condition if we had a statement now as to how that 
was going to be financed, so that the investors could then plan where 
to put their money, and we might break this suspension in the mort- 
gage market? 

fr. SuisHKin. If the broad outline of policy were laid down I 
think we would have had a much greater degree of stability, yes. 

Mr. McDonoveu. Do you think they could finance that $45 billion 
at the same rate of interest for a longer term, or would they have to 
increase the rate of interest and leave the term as it is now? 

Mr. SuisHkin. I don’t see, in the present situation, unless there is 
generated an upward spiral on this, because of hesitation, and because 
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of the indications of possibility of a higher interest rate—after all, the 
forthcoming of the funds is based on expectations. If there is expec- 
tation of a higher interest rate they will not be able to refinance, but 
if there is an indication that this is as far as we will go on interest 
rates, I think the money Will be largely forthcoming. 

Mr. McDonovau. If the interest rate was increased on the future 
demands for financing of the Treasury obligations, will not the people 


now owning those notes be the purchasers of them? Will it not be a 


mere matter of transfer of title? 

Mr. SuisuKin. To the more advantageous investment, yes. 

Mr. McDonoveu. In other words, in new money, it would not 
represent 45 billion dollars of new money by any means. As I under- 
stand it, there is only about a third of that that is going to be new 


money. Most of those notes will be taken by people now holding 
them. 

Mr. Suisukin. That is right. 

The Cuairman. Are there further questions? 

If not, thank you, Mr. Shishkin. 

Mr. Suisakin. With your permission, Mr. Chairman, | have a 
very brief statement adopted by the executive council of the American 
Federation of Labor, May 21, which I would like to incorporate. 

The CuarrmMan. That may be done. 

(The statement referred to is as follows:) 


STATEMENT OF THE Executive Councit oF THE AMERICAN FEDERATION OF LABOR 


A triple threat to housing progress in the United States has arisen as the result 
of the recent or pending Government actions. 

The first backward step is the removal of the Federal rent controls. Unless 
Congress takes last-minute action to change its previous decision, Federal rent 
controls will expire in all but a few communities in which military installations 
or atomic energy projects are located. Rent decontrol is coming too soon. 
Recent. experience with the decontrol of rents shows that landlords will exact 
large rent increases, too often disproportionate to increases in their costs. The 
lowest income families will be the hardest hit by these rent boosts when controls 
end. In hundreds of cities and towns it will mean to them the immediate need 
to move or face eviction because of their inability to meet increased rents. 

The second backward step is the recent increase in interest rates to home 
buyers. This will boost the financial burden to home purchasers and make it 
more difficult for them to carry this burden over a period of years. In the presence 
of a 90-percent Federal guaranty to lenders under the FHA, virtually eliminating 
the risk on such loans, the increase of interest charges, bringing them in effect to 
5 percent, is a surrender to the greed of moneylenders. 

The third backward step is the recent act of the House of Representatives 
eliminating funds for the low rent public housing and slum-clearance program. 
The minimum program set by the Housing Act of 1949 is the construction of 
135,000 low rent housing units each vear by local housing authorities with Federal 
aid. This is necessary to meet the goal of bringing good housing within the 
reach of families of all incomes. Congress must not abandon this necessary 
goal. Unless the Senate decision to maintain a token program of 35,000 units a 
vear recommended by the administration prevails, the public housing and slum 
clearance will be completely wiped out. 

These three backward steps are of concern to every citizen. They are of spe- 
cial concern to workers. Of every dollar that the average worker earns, 32 cents 
goes for the purchase of rental and upkeep of his home. 

Adequate housing at a reasonable cost is a must for every worker’s family. 
The time of high employment and high economie activity is the time to move 
forward toward meeting the Nation’s most pressing housing needs. It is not 
the time for retreat. The American Federation of Labor therefore urges the 
following forward steps which our national housing policy must take. 

1. Continuation of Federal rent controls until July, 1954, wherever they are 
needed to prevent unwarranted rent increases. 
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2. Adoption of legislation and administrative policies encouraging construc- 
tion of homes for workers and other middle-income families at selling prices and 
rents they can afford to pay. Assurance of reasonable interest and financial 
charges in relation to the risk assumed by the mortgage lender. In particular, 
we urge enactment of a program of long-term low-interest loans to cooperative 
and nonprofit groups for construction of homes within the means of moderate 
income families. 

3. A fully adequate low-rent publi¢ housing and slum clearance program. 
The 135,000 unit program authorized by the Housing Act of 1949 should be 
resumed. Certainly, the 35,000 units reeommended by the Senate Appropria- 
tions Committee is an absolute rock-bottom minimum if we are to have any 
publie housing program at all. 

This program would permit the Nation merely to hold its own on the housing 
front. Beyond these minimum steps we should take a fresh look at the housing 
problem to develop new long-term policies and programs which would help bring 
adequate homes within the financial reach of all American families and permit 
development of well-planned modern communities. 

The Cuarrman. Thank you very much, Mr. Shishkin. 

Our next witness is Mr. Wendell T. Burns, president, Savings and 
Mortgage Division, American Bankers Association. 

You may proceed, Mr. Burns. 


STATEMENT OF WENDELL T. BURNS, PRESIDENT, SAVINGS AND 
MORTGAGE DIVISION, AMERICAN BANKERS ASSOCIATION 


Mr. Burns. Mr. Chairman and gentlemen, I have a prepared 
statement I would like to read, and then I will try to answer such 
questions as you would like to ask me. 

My name is Wendell T. Burns. I am senior vice president of 
the Northwestern National Bank of Minneapolis, and I am appearing 
today on behalf of the American Bankers Association as president of 
its savings and mortgage division, 

We have examined the provisions of H. R. 5667 and believe that this 
bill will strengthen the mutual insurance system established under 
the National Housing Act. 

We commend particularly the strengthening of the mutual mortgage 
insurance fund through the transfer of a larger proportion of the 
premium charges from the group accounts to the general reinsurance 
account as proposed i in section 2 and the provision for repayment with 
interest to the Treasury of the initial capital advanced by it to the 
FHA to establish certain of the mortgage insurance funds as proposed 
in section 5 

Strengthening the insurance fund should lessen the need for de- 
pendence on the Government’s guaranty of the FHA debentures 
and make the insurance fund more truly mutual in character, as was 
originally intended. It would seem that consideration might be 
given to providing for the transfer to the general reinsurance account 
of a higher percentage of the total premium charges than the 35 
percent maximum set in this bill. The mutual mortgage insurance 
fund should be made so sound that eventually the Government's 
guaranty of the FHA debentures could be entirely eliminated. Such 
guaranty may have been necessary when the insurance program was 
in its infaney and the debentures had not been seasoned in the market. 
It would seem, however, that with an adequate insurance fund the 
FHA debentures would command as ready a market, and their ulti- 
mate payment would be as assured as the intermediate credit banks’ 
debentures or the Federal land banks’ debentures, which do not now 
carry a Government guaranty. 
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The American Bankers Association has long opposed subsidies in 
the form of Government capital. It supported the return to the 
Treasury of the Gorenaiel capital in the FDIC. It has for many 
years urged the repayment of the Government capital in the coopera- 
tive agricultural credit institutions making up the Farm Credit 
Administration. It, therefore, weleomes this opportunity to support 
the return to the Tre: asury of the Government capital in the FHA 
insurance funds. 

It is the view of the Association that the Federal National Mortgage 
Association should be an emergency standby ageney to back up the 
private secondary mortgage market by providing a source of funds 
for financing institutions and mortgage lenders which may be tem- 
porarily loaned up and in need of additional funds to meet a current 
demand for mortgage financing. It believes that FNMA’s authority 
to purchase mortgages should be terminated at the earliest possible 
time. 

There appears to be no lack of mortgage funds. The Mortgage 
Recording Letter, March 1958, of the Home Loan Bank Board, 
published May 22, 1953, shows a higher level of mortgage financing 
in the first 3 months of this year than in the corresponding 3 months’ 
period in 1952. The letter states as follows: 

Continuing to reflect a high level of real-estate financing activity, nonfarm 
mortgages of $20,000 or less recorded in the first 3 months of 1953 totaled 722,000 
in the amount of $4,418 million. The number of transactions was 6 percent above 
that for the same period last vear, while the amount rose by 12 percent. 

The so-called one-for-one plan provided in section 7 at least does 
not involve the use of additional Government funds and, if FNMA 
adopts the policy, as indicated by Administrator Cole in his testi- 
mony before this committee, of purchasing back a lesser amount of 
mortgages than it has sold, a net reduction in FN\LA’s present 
mortgage holdings would be effected, which would be desirable. It 
would seem that some provision should be made for returning the 
funds so released to the ‘Treasury. 

There appears to be a need for a further safeguard to protect the 
Government against loss under this plan. While it is recognized that 
the use of the plan by FNMA is permissive and that it bas authority 
to prescribe terms and conditions, it would seem desirable to make 
certain that the mortgages which FNMA would be required to pur- 
chase under its purchase contract would be of equal quality and 
soundness to the mortgages which it sold. Such a requirement should 
be written into section 7 or at least Congress should obtain assurances 
from the Housing and Home Finance Administrator that such a 
requirement would be one of the conditions of every purchase con- 
tract entered into by FNMA pursuant to this section. 

We are also glad to see a start made in curtailing the direct financing 
activities of the Housing and Home Finance Administration and in 
curtailing the more liberal mortgage insurance intended for critical 
defense housing areas, as provided in section 10. It is hoped that 
studies will be continued looking to a further curtailment of the FHA 
mortgage insurance programs with the ultimate aim of limiting such 
programs to those now provided under title Il of the National 
Housing Act. 

The association has felt for some time that a halt should be called 
in the postwar trend of making eligible for FHA insurance mortgages 
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with longer and longer maturities and requiring smaller and smaller 
downpayments. We are encouraged to observe that no such pro- 
visions are contained in this bill. We believe that the more liberal 
terms for eligible mortgages which have been provided since the end 
of World War IL contributed materially to the postwar inflation of 
real-estate prices and increased the ultimate costs to purchasers. of 
homes during this period. 

The association hopes that this bill will receive favorable consider- 
ation by this committee and the Congress. 

Mr. Hays. Mr. Chairman. 

Mr. Parman. Mr. Chairman, I have some questions. 

The Cuatrrman. Mr. Hays. 

Mr. Hays. On page 2 you say, Mr. Burns, there appears to be no 
lack of mortgage funds. 

I happen to have called at least a dozen banks in my district in 
the past 10 days seeking for a veteran to place a mortgage. He didn’t 
want it under VA. He just wanted to get some money. He had a 
sizable downpayment. Every bank told me they were loaned up to 
the limit and they didn’t have any money to loan. How do you recon- 
cile that statement of yours with my experience? 

Mr. Burns. I think statements like that have to be taken as 
relative. 

No doubt there are institutions that are loaned up to the point where 
thev are not in a position to take mortgages. 

Mr. Hays. You have heard various members of the committee 
this morning say in their section of the country there is no mortgage 
money. 

Mr. Burns. I think what we can properly point out is this: The 
figures that are available to date, as to the financing of mortgages this 
year, show that mortgages are being financed as readily or more 
readily that they were last year, and that we have a building program 
of 1,100,000 starts, that compares favorably with last year and the 
vear previous, and those mortgages, or those homes, are being 
financed. 

Mr. Hays. Of course there has been some conflicting testimony here 
about the number of starts, because of the time lag and so on, and 
some of the people in the industry say those figures are more or less 
fictitious. 1 don’t know whether they are or not. 

Mr. Burns. I can’t prove it one way or the other, either. We do 
not know, of course, until the figures are finally available. 

What we do know that each year when these conflicting statements 
come up as to whether the starts are going to be greater or less than the 
year previous, we find we end up the year with a pretty substantial 
building of homes. It has been that way for several years, as you 
know. 

Mr. Rains. Would you yield, Mr. Hays, for one question? 

Mr. Hays. Yes. 

Mr. Rains. This letter you quote from here, do vou have the full 
letter? 

Mr. Burns. I don’t have it with me, no. 

Mr. Rains. That does not show where the lending activity is going 
on, does it? 

Mr. Burns. I believe not. This is for the country as a whole and, 
of course, it varies with areas. There is no doubt about that. 
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Mr. Rains. | would like to have, for the record, that letter broken 
down, to show where those loans are going. You referred to a home 
loan bank letter dated May 22, 1953. 

Mr. Burns. It can be readily made available. 

Mr. Rains. Thank you, Mr. Hays. 

Mr. Hays. Now, I want to ask you a question about this 1-for-1 
plan. 

On the face of it that doesn’t seem to—well, a layman would won- 
der what it was all about, but there must be some advantage to the 
banks, or they wouldn’t be interested in it; is that right? 

Mr. Burns. | didn’t get the point of that question, sir. 

Mr. Hays. On the |-for-1 plan, what is the advantage to the banks? 
Why are they interested? 

Mr. Burns. | would say we are not interested in it, primarily. 
We are simply suggesting that since that does not provide for any 
increase in Fannie May’s funds, we have taken no exception to it. 

We pointed out in our prepared statement that we do believe that 
FHA should be extremely careful, and the legislation possibly in- 
volve a statement to insure that the Administrator would be getting 
as good mortgages as the ones he gives out, and to us it is some concern 
that under that plan it is possible that Fannie May might end up 
with poorer mortgages than the ones it previously had. 

Mr. Hays. That is exactly what Ll am afraid of. And if it didn’t 
end up with poorer mortgages the banks would have no advantage. 

Mr. Burns. I take no exception te that statement, and | think as 
far as the banks are concerned we have no enthusiast for that provision 
except that we have taken no exception to it because it doesn’t provide 
any new funds for Fannie May, and the Administrator has testified 
that on the so-called 1-for-1 plan he would hope to reduce the total 
amount of mortgages held in dollar amount; that is, by Fannie May. 

Mr. Hays. But in changing mortgages 1 for 1, it would seem hardly 
likely that both parties could get a better mortgage. Somebody 
would have to get a worse one. 

Mr. Burns. That is the very thing we expressed concern about in 
the prepared statement. 

What I should think would likely happen would be that the person 
who wants to buy mortgages would get more seasoned mertgages from 
Fannie May, and would want to sell in return new mortgages. 

Mr. Hays. That is exactly what I thought. 

Mr. Burns. I would think there certainly should be some provision, 
and I am confident the Administrator would provide for that, that the 
dollar exchange certainly would be perfectly fair to Fannie May. 

For example, if the purchaser is buying 4-percent bonds at some 
discount, and selling 4':-percent bonds at par, certainly there would 
want to be a provision worked out so that the Administrator felt that 
financially, on the dollar amount involved, that he was coming out 
satisfactorily for Fannie May and for the Government. 

Mr. Hays. Briefly, the only reason it would work would be if the 
banks or whoever took advantage of it would get a more seasoned 
mortgage, one that the purchaser had more equity in; is that right? 

Mr. Burns. I suppose that is true. I think as a matter of fact 
you would find that the banks generally don’t have too much in- 
terest in this sort of thing, but there is an interest on the part of 
people that are endeavoring to finance new projects. 
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Mr. Hays. One more question: You say that the association has 
felt for some time that a halt should be called in the postwar trend 
of making eligible VA insurance mortgages with longer and longer 
maturities, and so forth. 

I don’t find any fault with that, but are you trying to say there 
that you want FHA to gradually go out of business? 

Mr. Burns. Not at all. That is not the suggestion. It simply is 
that, when we had only 20- and 25-vear mortgages that seemed 
pretty long, but when we get to 40 vears, it is pretty long. 

Mr. Hays. You don’t want that extended? 

Mr. Burns. That is exactly right. We would prefer to see the 
trend go back to the more original provisions of FHA when it was 
first put into effect, the lower length of time for the mortgages to run. 

Mr. Hays. Do vou think that this higher interest rate is contribut- 
ing to the so-called planned deflation? 

Mr. Burns. Are vou referring to not higher interest rates on 
mortgages? 

Mr. Hays. Yes. 

Mr. Burns. I don’t think so. It seems to me that the higher 
rate is recognition of the fact that the market place has said that 
interest rates which are higher on other things must also be higher 
on mortgages, if they are to be sold in the market. 

Mr. Hays. You have heard this term “planned deflation” used, 
or seen it in print? 

Mr. Burns. I have seen the suggestion, ves. 

Mr. Hays. I will admit—-I am not trying to pin you down to 
something that I can answer—-that I don’t know. 

Do you know where planned deflation leaves off and depression 
begins? 

Mr. Burns. I don’t know that there is any planned deflation, if I 
may answer the question that way. 

Mr. Hays. Well, some of the people in responsible positions say 
that what this country needs is a planned deflation. I am interested. 

Mr. Burns. [I suppose probably the people who promote that idea 
mean that we should not have a continuing increase in activity and 
more and more inflation all the time. 

Mr. Srrincrettow. Will the gentleman vield? 

Mr. Hays. Yes. 

Mr. Srrinecretitow. | think that we are dealing in very general 
terms. You say some people in responsible positions. Who are those 
people? 

Mr. Hays. You see quotations in the paper. I wish I knew. They 
say “a spokesman for the Treasury Department says.” We have 
returned to this policy of having spokesmen now. 

Mr. Srrincreiitow. | think it is just an editorial writer’s tool. 

Mr. Hays. They hand these releases around. They have had them 
in other administrations. I am not saying it is anything new. We 
had it in the Democratic administrations, too. You never could find 
out. So if the fellow turns out to be a bad prophet, or the thing goes 
sour, you can never hang it on anybody. 

Mr. Srrincrettow. The reason I am interested is I think the 
statement is psychologically bad. I think depressions are caused, 
just like our chairman said the other day, 90 percent by psychological 
reaction. 
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Mr. Hays. You mean my statement is psychologically bad? 

Mr. SpRINGFELLOW. Not the statement of a planned deflation. 

Mr. Hays. | agree with you. 

Mr. McDonoveu. I recall reading in an interview between the 
U.S. News and the Secretary of the Treasury where that point was 
covered. He said there was no planned deflation. What the hope 
was on the part of the Treasury was to prevent a further devaluation 
of the dollar, and that if in his efforts he could accomplish the status 
quo of the dollar he would be satisfied. 

Mr. Hays. I have no quarrel with the Secretary of the Treasury. 
I like him and I think he is a very fine gentleman. He is from my 
State, and I think he is doing the best job he can under very diffieult 
circumstances, 

You pointed out that he has a lot of refinancing to do, and I agree 
with you. But, on the other hand, he says one thing and then you 
read in the Wall Street Journal, or some financial paper, that a spokes- 
man for the Treasury says something else. That is the point I am 
getting at. 

Mr. Grorce. Will the gentleman yield? 

Mr. Hays. I yield. 

Mr. Greorce. I think the administration is interested in stabiliza- 
tion of our economy. That means they don’t want a deflationary 
spiral and by the same token they don’t want any more inflation or 
devaluation of the money. 

Mr. Hays. Of course that is a fine thing to talk about theoretically, 
but I have noticed in my lifetime that you can’t stabilize anything. 
You can’t maintain the status quo even in nature. Grass grows or 
dies. It does not stand still. You either go forward or you go back- 
ward. When you talk about stabilizing the economy, what I want to 
know is do they mean stabilizing the value of the dollar or just stopping 
everything, and saying ‘We have reached a peak, let us have a plateau 
and not go any further.”” | think this country is built on expansion 
and it has got to continue to expand. We might quibble and argue a 
little about inflation or deflation, but if you mean the term ‘stabiliza- 
tions’’ means to stop where we are, I don’t think we can do that. 

Mr. George. I think they mean there is going to be a leveling-off 
process. 

Mr. Spence. Did the market place make the interest rate on the 
3% bonds just issued, or wasn’t that made arbitrarily by the Treasury? 

Mr. Burns. I think one has to say that the market place made 
the rate. The Secretary having determined to put out a long-term 
issue, I believe they explored whether or not they could sell a long- 
term bond at a lower rate and found that it would be difficult to do 
it and so they put out a 3% bond. 

Mr. Spence. How could the market place make the interest rate 
on a bond not yet issued? Didn't the Treasury make the interest 
rate and didn’t the market place follow? 

Mr. Burns. [suppose technically you have to say that the Treasury 
set the rate, but I think that it has to be taken in light of what other 
Government bonds were selling at, and I know in talking with men 
who trade in securities and consider themselves expert in it there was 
a feeling that it would have to come with a rate that high in order for 
the securities to sell; this is just hearsay with me, but I understand 
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some exploration was made by the Treasury Department to see 
whether or not they could sell a long-term bond at the low rate of 
interest and found that there were no takers or more or less so from 
the large insurance companies. I say that is hearsay and maybe 
I shouldn't even make a statement on it. 

Mr. Spence. Well, the effect of it was to depress the value of all the 
outstanding securities of the Government carrying a lower rate of 
interest, wasn’t it, and they did drop? 

Mr. Burns. There is no doubt but what the market dropped after 
the 34s came out. Those bonds, as you know, sold at a discount, 
and are still doing so. 

Mr. Spence. So the Treasury has a great effect upon the market 
place; isn’t that true? 

Mr. Burns. Well, it seems to me the Treasury is in this position: 
That when they are going to issue securities they have to determine 
as best they can what the market will take, and ‘think to that extent 
they arrive at what in their judgment is the rate of interest that has 
to be carried to sell a particular type of bond and it would seem to 
me from what I have observed that they were right in arriving at a 
34-percent rate for that long-term bond. 

Mr. Spence. The Treasury acts first and the market follows? 

Mr. Burns. Sometimes it might work the other way. I have 
discovered in watching bond issues that the issue really goes over 
quite successfully, and that sometimes pulls the market up. When 
the issue doesn’t go over too well it takes the market down, and while 
this issue was well oversubscribed, it was well oversubscribed in part 
by speculators who I think have been largely disappointed. 

Mr. Spence. Of course when the Treasury issues bonds it goes to 
great financial institutions and finds out what it probably can sell 
them at. And the great financial institutions have a very great 
interest in that and they want a rise in interest rates, because that 
makes for greater revenue for them; isn’t that true? 

Mr. Burns. I can’t answer that specifically. There might be 
many things that enter into their conclusions as to what they wish 
to do, but I would think among other things they would take into 
consideration what other types of investment they could buy and 
what rates they could get for them in lieu of buying United States 
Government bonds, and there is no doubt but what in the market, 
before the 3% came out, that investing institutions, like insurance 
companies, for long-term high grade bonds, other than Governments, 
could attain a higher rate than 3% percent. So they might say if 
we can buy safe securities at 3% and 3% percent, why should 
we buy Treasury bonds when we don’t need them for liquidity, 
even at a rate of 3% percent? In other words, I am not so sure but 
what Treasury Department before bringing out the 3s felt they had 
to get some assurance from some of the large investors that they 
would even do business at 34% percent rate. 

Mr. Spence. But I think the large investors have another interest. 
A higher rate of interest, with those people engaged in lending money, 
would be beneficial to them, and would increase their earnings. 

Mr. Burns. It increases the earnings, but it is not all a happy 
result, however, for large institutions, because it results in deprecia- 
tion of their bond accounts, which I am sure they don’t like to face 
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very well, so the first effect is that they probably are not as well 
off but the ultimate effect might increase their earnings. 

Mr. Spence. They would reduce their portfolio? 

Mr. Burns. If they don’t take losses in the meantime on invest- 
ments for which they may be committed. 

Mr. Hays. Will the gentleman vield? 

The Cuarrman. You still have the floor. 

Mr. Hays. I would just like to point out that sometimes these 
institutions might know what is going to happen before it does, and 
unload. Then they are in pretty good shape. 

Mr. Burns. I wouldn’t know as to that. 

Mr. Hays. Well, there is a possibility of that, though, isn’t there? 

Mr. Burns. Yes, within limitations, I suppose. 

Mr. Rains. Isn’t it a fact that the Government is such a power- 
ful factor in the money market, greater than all others put together, 
that whatever they do is almost a monopoly, and, as a result, that 
it has such an impact, when the Treasury acts, that naturally the 
rates follow instead of being set by the market place? 

Mr. Burns. Well, there is no doubt that the United States Govern- 
ment and the United States debt is the most important factor in the 
market. No one can deny that. 

But I think by the same token it might be fair to assume that 
the Treasury would have sold more long securities if they had felt 
the market would take them at the kind of rates they were willing 
to talk about. 

Mr. Rains. As I understand, there is about 140 billion more 
dollars to be refinanced before too long. Do you think that the 
Treasury will be able to refinance that vast figure at the present 
rate of 344? 

Mr. Burns. There is that amount of marketable securities, and 
something more to be refinanced in the course of a few years, something 
over half in the next 12, 13, or 14 months. But | suggest this: The 
Treasury will take into consideration the kind of market in which it 
has to sell its securities, including the type of investors who will be 
interested in the new securities that they offer, so that they would cer- 
tainly not contemplate putting the whole debt over into long-term 
bonds at 3% percent, even though they could get it, and so I assume 
that until such time as they find that they can readily sell long-term 
bonds in what they might consider desired amounts, they will probably 
sell more and more short-term obligations to take the place of those 
maturities, 

Mr. Rains. At any rate, that vast amount of money to be refinanced 
is going to have a serious impact, one way or the other, on the market, 
whatever, the Treasury does, on the interest rate; will it not? 

Mr. Burns. It will have an impact. There is no doubt about that. 
I suggest this, too: That if we have some letup in the demand for 
funds from other sources, that the rate of interest that the Treasury 
can finance at, depending upon the length of the obligations, can turn 
around and go down again. I don’t know when, but it can in due 
course, 

Mr. Rains. If something should happen whereby the Treasury 
could refinance that vast amount at a considerably lower rate than 
3% percent, it would also react as against the present interest rate, in 
a downward direction, would it not? 
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Mr. Burns. Well, if the market—put it this way: If the demand 
for funds generally is such that the funds available for investment 
call upon those funds, the market place would cause interest rates 
to go down and bond prices to rise. 

Mr. Rains. That all gets back to what we have known over the 
years, that the Government of the United States, with its great effect 
on the money market, sets the going rate of interest; isn’t that correct? 

Mr. Burns. They have an influence on it. No doubt about that. 

Mr. Spence. If the going rate of interest continues to be 3% instead 
of 21, as it has been on long-term Government bonds, what effect is 
that going to have on the existing outstanding securities at 24%? How 
far are they going down? 

Mr. Burns. Presumably the 2'’s have adjusted themselves in the 
market, to the 3'4-percent rate. 

Mr. Spence. By going down to 90? 

Mr. Burns. So I doubt if the 2'’s will go down any more, unless 
the 314’s also are going down. There will be some correlation between 
those issues. 

Now, whether they will go down more or whether they will go up, 
I can’t tell you. IT wish I knew. 

Mr. Spence. But that adjustment means that they will go per- 
manently to 90. It is a poor adjustment fer the fellow that owns 
them. 

Mr. Burns. Not necessarily, in my opinion, if the demand for 
money becomes less on the part of business, industry, for mortgages, 
that we have been talking about, and so on, why, then, it is very likely 
that the interest rate can turn around and go down. If it does the 
2'4’s will go up in price and the 3'4’s may bring a premium. I hope 
they do. 

Mr. McDonoveau. Mr. Chairman. 

The Cuarrman. Mr. McDonough. 

Mr. McDonovacu. Mr. Burns, how do you account for these 
Treasury notes selling at a discount, with a higher rate of interest 
than notes that were at a lower rate of interest maintaining their 
face value? 

Mr. Burns. I don’t know eactly what you refer to. Generally 
speaking 

Mr. McDonovau. I am talking about the new Treasury notes at 
34, which are now selling at a discount. 

Mr. Burns. The long-term 3\s. 

Mr. Mutter. They are not notes, they are bonds. 

Mr. McDonovau. Bonds, rather. 

Mr. Burns. Generally speaking, these Government bonds sell on 
what the bond boys call a curve, with lower yields in the shorter 
maturities and going up to higher yields in the longest maturity, and if 
there is one coming out between the 34s and the 2s they will spot 
what the yield should be in between, so it isn’t Just a matter of rate 
but a matter of the net return to the investor, and that curve starts 
with the lower returns in the short maturities and going up to the 
longest maturity. That varies some and, of course, there have been 
times when short maturities have sold on higher yield returns than the 
long maturities. That was true back in the twenties. 

Mr. MeDonoucu. That is all. 
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Mr. Deane. What percentage of the portfolio of the average 
small-town bank is represented by Government bonds? 

Mr. Burns. Well, I don’t know how to answer that question 
precisely, because the figures I see deal more with averages, and 
those averages include the large banks as well as the small banks. 

I suspect that with the average small bank that they have—now, 
this is only guessing on my part—they might have approximately 40 
percent of their deposits, 35 to 40 percent of their deposits in loans, 
and they might have, at this time, pretty near the same amount in 
Government bonds. 

Mr. Deane. Thirty-five to forty percent? 

Mr. Burns. Something like that. 

Mr. Deane. What we are interested in here is not creating friction 
or division, but how to loosen this money market for these FHA and 
VA loans. 

Isn’t it natural to assume that, with this bond market dropping on 
these bonds, down to as low as 90, that it is natural for a small-town 
banker to tighten up his credit until this condition exists? Isn’t 
that true? 

Mr. Burns. Well, I think this is probably true, that if he is in a 
position where he would have to sell Government securities at a 
discount and take a loss in order to make additional loans, he might 
be reluctant to sell his securities at a loss. But, on the other hand, the 
average bank—if I may just add this one thing, sir—the average bank 
that has a good investment policy keeps enough short-term securities 
so that if there is a demand from its customers for loans he can sell 
his short-term securities at a negligible loss and go into loans which 
give him enough higher rate to make up for the little loss he may take. 

Mr. Deane. I have a letter from a responsible banker in a small 
town in my district, and he was sending me a little sales folder for E 
bonds, and he was concerned about the interest factor, and that people 
were cashing in their Federal bonds and putting their money into build- 
ing and loan funds, and funds of similar institutions, and he was 
tremendously concerned that the people were not getting the amount 
of interest they were currently entitled to receive. 

Are you familiar with that fact? 

Mr. Burns. | suppose when you mention they are selling their 
bonds you mean they are selling their savings bonds, E, F, and G. 
Our records, as ,ou know, indicate that this year, for the first time in 
several years 

Mr. Deane. Well, those bonds are where the little fellow has 
invested his savings; isn’t that true? 

Mr. Burns. In the little bonds, ves. 

Mr. Deane. And it is the little fellow that we are thinking about, 
so far as this housing matter is concerned. 

Mr. Burns. There is no doubt but that there has been a liquidation 
of E, F, and G bonds ever since the war ended, but we do know that 
this year, for the first time in several years, the amount of new sales, 
principal amount, has exceeded the amount of redemptions. That 
was not true last year or the year previous. 

Mr. Deane. Do these banks carry these bonds at par in their 
statement, or do they carry them in their statement at the actual 
price? Market value? 


| 
| 
| 
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Mr. Burns. As so the individuals, I don’t suppose they worry 
too much about how they carry them. As to corporations, I believe 
I remember correctly that if you bought the old F bonds, which came 
out at 76, you can either carry them at the original cost or you can 
write them up each year, equivalent to the amount of interest that 
you would be allowed if you sold them. 

Mr. Deane. Well, 1 am interested in this small bank which has 
written me this letter. He is carrying a sizable amount of Federal 
bonds. What I want to know is, does he carry those bonds at par 
or does he carry them on his bank statement at what the market 
value is? 

Mr. Burns. I didn’t get the point of your question. lam sorry. 

He probably carries those bonds at amortized book value. That 
means if he bought at 102, which has, say, 8 years to run, that means 
to get it down to par, at the end of 8 years, you roughly have to charge 
off a quarter of 1 percent for each year. So at the end of 2 years, 
his amortized book value on that bond would be down to about 101%. 
Most banks carry those at the amortized book value. They have been 
permitted to do that under the regulations of the examining authorities 
since 1938, | believe. 

Mr. Deane. In other words, he is permitted to do that, regardless 
of the fact that that bond is down to 90? 

Mr. Burns. That is correct. 

Mr. Deane. Well, do all State banking commissioners allow that 
practice in each State? 

Mr. Burns. I believe that when this regulation was put into effect 
by the examining authorities, it included not only the Federal authori- 
ties but the State authorities as well. 

Now, I assume that regulation could be changed, but that is the 
regulation under which we have been working. 

Mr. Deane. I am no banker, but I can see why these small banks 
are beginning to think in terms of tightening their credit policies, if 
they are carrying 35 to 40 percent of their portfolio in United States 
bonds, and some of these bonds have now dropped down to 90, that 
they are going to wait a good little bit to see just what is going to 
happen. 

Mr. Burns. May I just insert one thing there, and that is that 
banks generally, because they have to meet the call of their deposi- 
tors for their funds, depositors wishing to withdraw their funds, en- 
deavor to invest their funds, when invested in Government bonds, 
largely in short-term securities, so you will find the banks generally 
don’t have too much of the long-term 2'’s. 

Mr. Deane. What about the small banker who takes his block of 
bonds to his correspondent bank for money? How does that corre- 
spondent bank classify his bonds? At the market value or what he is 
carrying them at on his books? 

Mr. Burns. Well, if we were making an analysis, or any correspond- 
ent bank were making an analysis of the bond account of a country 
bank, I am confident that they would show him, if he furnished the 
information, what his origianal cost was, what the amortized book now 
is, and what the market value is, and show him what his potential 
losses if he sold all of his securities at the market today. 

But that banker would know, or the correspondent bank would 
certainly tell him, that under the regulations he is permitted to carry 
those bonds at his amortized book. 
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Mr. Deane. Mr. Chairman, I have other questions but time is up 
and I don’t want to detain the witness longer. 

Mr. Parman. I want to ask some questions, Mr. Chairman. 

Mr. Spence. I would like to know who made that order that the 
banks can retain in their portfolios securities of the United States at 
par when they have gone to 90? What authority do they have to 
do that? 

Mr. Burns. I can’t answer the specific question. 

Mr. Parman. No authority. They just assumed the power. 

Mr. Burns. That undoubtedly is right, Mr. Patman. They had 
the power to issue the regulations, and they did. It has been in 
effect for many years. 

Mr. Mutrer. Will the gentleman yield at that point? 

Mr. Parman. I yield. 

Mr. Murer. I would like to have you clarify this situation that 
was presented by Congressman Deane. 

You have told us about how they determine what the possible loss 
on his bonds would be if he bought them at a hundred and the market 
value is now 90, and he is trying to borrow money from a corres- 
pondent bank. But on what basis will the correspondent bank take 
that security, the market value or the amortized value? 

Mr. Burns. They will take it on the market value but most of 
these banks borrow from the Federal Reserve bank, and they take 
those bonds at par. They have been doing so. 

Mr. Mutter. And the same thing would apply if a bank went out 
on the market and bought them at 90, then they could still borrow at 
a hundred from the Federal Reserve bank. 

Mr. Burns. That would be up to the Federal Reserve, but I think 
they could. But they have the authority to require w lat margin if 
apy they wish, as I understand it, or to refuse to make a loan to the 
bank. So the Federal Reserve has the authority to make such adjust- 
ments as it sees fit. 

Mr. Murer. But today what they are doing is they are taking 
the bonds and lending against them at par, whether they are bought 
under par or over. 

Mr. Burns. That is right, but, of course, as far as member banks 
are concerned, the Federal Reserve is not taking any undue risk, 

Mr. Murer. So at least to that extent the market is still pegged 
by the Federal Reserve, for the banks? 

Mr. Burns. I suppose you might call it that. 

Mr. Mutrer. Thank you. 

Mr. Parman. Mr. Chairman. 

The Cuarrman. Mr. Patman. 

Mr. Parman. Mr. Chairman, this gentleman represents the great 
American Bankers Association, and I am going to ask him questions. 

The CuatrMan. I hope you can confine your questions to the issue. 

Mr. Parman. They will be confined to the issue, Mr. Chairman. 
T assure you the questions I ask him will be taken from his statement. 
But they will require some time. 

The CuarrMan. You may go ahead as long as you want to. 

Mr. Parman. All right. 

Now, about the interest rates on these bonds—— 

The CuairMan. I may say we have four other witnesses here today. 
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Mr. Parman. I can’t help that Mr. Chairman. I have to ask 
these people questions, and I assure you I will not ask questions 
which are not material. 

The CuarrMan. It has been the policy to allow you all the time you 
want, so we will go ahead. You may proceed. 

Mr. Parman. About these 3% percent bonds, as compared to the 
long-term 2% percent bonds. Isn’t it a fact that if these 2% percent 
bonds go down to where they compare favorably, as to interest 
earned, with the 34s, that they will have to go down to 88? 

Mr. Burns. Well, that presupposes, if I may say so, Mr. Patman, 
that the shorter 25 percent bonds would sell on the same yield basis 
as the longer 34s. I haven’t figured whether your 88 would be the 
exact figure or not. 

Mr. Parman. That is the information I have received. 

Mr. Burns. But in line with the market, I think it is reasonable 
to suppose that these 34%s have been out long enough now that those 
who hold the 24s, or that the market on the 24s is pretty well adjusted 
to the 34s right now. If the 3\%s go down more, then the 2% will go 
down more. I am reasonably sure of that. 

Mr. Parman. It is the policy of the banks to have a provision or 
clause in their contracts, or their notes with their customers, to the 
effect that if the rediscount rate of the Federal Reserve Bank goes up, 
that the interest rate on that obligation will go up? 

Mr. Burns. I doubt if that is so, Mr. Patman. 1 think that the 
banks, in their short-term loans, generally have either time loans or 
demand loans. If they are payable on demand and the rate goes up, 
then the banks can raise the rate immediately. If they are time loans, 
it runs at the same rate until the time is up. 

There may be some cases, sir, on what we call term loans that run 
over a period of several years, there may be some provision of that 
sort, but those are very exceptional cases, I think it is fair to say. 

Mr. Parman. They are exceptional, you say. 

Now, these bonds that we were talking about, which have gone 
down to 90—they went down to 89, but they came back up to 91. 
If a bank wants money on those bonds it can go to the Federal Reserve 
Bank and get a hundred cents on the dollar in money, can’t it? 

Mr. Burns. Not in money. 

Mr. Parman. By paying the rediscount rate of 2 percent. 

Mr. Burns. You mean we could borrow against them. 

Mr. Parman. What is that? 

Mr. Burns. We could borrow against them. 

Mr. Parman. That is what I mean, the bank borrowing from the 
Federal Reserve. 

Mr. Burns. But the Federal Reserve has a right to require a 
margin if they wish or they can refuse to make the loan. 

Mr. Parman. I know. But we are talking about under the exist- 
ing rules and regulations. 

Mr. Burns. I think that is correct, as far as I know. 

Mr. Parman. Suppose the gentleman from Kentucky here had 
$10,000 worth of bonds, and he sold them to the bank for $9,100. 
That is the market value today. Then the bank could turn right 
around and put those bonds up to the Federal Reserve and get 
$10,000 in new money for them, by paying 2 percent interest on that 
money; isn’t that right? 
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Mr. Burns. I think probably that is theoretically correct 

Mr. Parman. Well, it is either right or wrong. Which is it? 

Mr. Burns. Well, Mr. Patman, | will explain it this way, if I may. 

Mr. Parman. Yes, sir. 

Mr. Burns. Banks don’t hold many of those long-term bonds. 

Mr. Parman. Well, you are getting clear off the subject. I asked 
you a definite question. 

Mr. Burns. All right, I am back to answer it. 

Mr. Parman. You can answer it ‘Yes’ or “No.” My question is, 
if the gentleman from Kentucky bought $10,000 worth of 2% percent 
bonds, and he paid $10,000 for them, and they went down to 91, where 
he takes the bonds and sells them to a bank, and the bank pays him 
$9,100 for them. That bank can take those bonds and put them up 
with the Federal Reserve, being a member of the Federal Reserve 
System, and receive back $10,000 in money for them, by paying 2 per- 
cent interest, can it not? Not in advance. Two percent interest on 
the obligation? 

Mr. Burns. I can’t answer that question and give the right 
impression- 

Mr. Parman. It is either right or wrong. 

Mr. Burns. Yes, but I can’t give the right impression by answering 
“Yes” or “No.” The answer is “Yes,” but the Federal Reserve has 
the right to refuse a loan, it has the right to require a margin, and the 

rreat majority ofthe securities that are put up with the Federal 
Tan are not those 2'ss because the banks don’t hold them, they are 
these short-term series, short-term bonds, and so forth. 

Mr. Parman. The answer to my question is under existing rules and 
regulations and practices, the answer is “Yes,”’ the bank can do that? 

Mr. Burns. That is correct, but T am sure if the Federal Reserve 
were getting any great amount of them as collateral they would begin 
to change their rules. 

Mr. Parman. Yes. All right. 

You represent the savings part of the American Bankers Associa~ 
tion. What is the reserve required on savings now? 

Mr. Burns. Six percent. 

Mr. Parman. That is clear across the board? * 

Mr. Burns. For member banks. 

Mr. ParmMan. Six percent? 

Mr. Burns. Correct. 

Mr. Parman. Now, the fractional reserve on the other, the com- 
mercial banks, it varies from about 14 percent to about 26 percent, 
doesn’t it? 

Mr. Burns. The regulations in effect are 14 percent for the country 
banks, 20 for the reserve cities, 24 for the central reserve cities, but 
the Federal Reserve could put it up to 26 for Chicago and New York. 

Mr. Parman. They are talking about fighting inflation all the time, 
but they could increase the reserve requirements on the central banks, 
but they haven’t done that; have they? 

The Cuarrman. Chicago and New York? 

Mr. Parman. That is right, but they are the two most powerful. 
Isn’t that right? 

Mr. Burns. Well, not coming from a New York bank, far be it 
from me to put in a plea for them, but actually they are putting up a 
reserve now that is substantially higher than that of any other banks, 
24 percent instead of 20. 


128 HOUSING AMENDMENTS OF 1953 


Mr. Patman. Well, these proportional fractional reserves are tra- 
ditional. They have come down over a long period of time, haven’t 
they? 

Mr. Burns. That is correct. 

Mr. Parman. And you are talking about a change now, aren’t you? 
You are talking about changing the reserve requirements on the 
central banks? 

Mr. Burns. No, I wasn’t. 

Mr. Parman. I thought you were, excuse me. 

Mr. Burns. No, I didn’t mean to refer to that. 

Mr. Parman. Now, then, the savings departments of the commer- 
cial banks last year, of those that belong to the Federal Reserve 
banking system, made loans and investments equal to about $30 
billion, didn’t they? 

Mr. Burns. Well, I don’t know how to answer that question. 

Mr. Parman. Well, I can assure you that that is approximately 
correct. 

Mr. Burns. In relation to the savings? 

Mr. Parman. Yes, the savings part, about $30 billion, and the 
other about $120 billion, the commercial part of the banks. 

Mr. Burns. Well, that would include all resources of the commer- 
cial banks practically, if you take those figures. 

Mr. Parman. That is right. 

Mr. Burns. That would be loans, Government bonds, everything. 

Mr. Parman. In other words, there is about $150 billion, between 
commercial and savings, in loans, and the savings part was about 
$30 billion. 

The exact amount, I assure you, is not too material, but the point 
is that on an investment of $30 billion, on Government bonds or 
anything else, you were only required to have on hand $1,800,000,000, 
weren’t you? 

Mr. Burns. Six percent. 

Mr. PaTMAN. Six percent? 

Mr. Burns. That is right. 

Mr. Parman. In other words, on that basis of $1,800,000,000 
reserve you could buy Government bonds equal to $30 billion couldn’t 

ou? 
. Mr. Burns. Accepting that figure, yes. 

Mr. Parman. And continue to get interest on it? 

Mr. Burns. That is right. 

Mr. Patman. And you have been doing it in the past, haven’t 

ou? 
. Mr. Burns. That is right. 

Mr. ParMman. So just a little percent interest, when you multiply 
the 16% times goes a long way, doesn’t it? 

Mr. Burns. ; think this is true, though, that you would find that 
the banks generally don’t find their operations of their savings ac- 
counts particularly profitable. 

Mr. Parman. Well, they ought to, lending the money 16% times 
for every dollar they have, and you are advertising your savings 
accounts, aren’t you? 

Mr. Burns. A great many banks are. 

Mr. Parman. Ali right. 
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Let us turn to the commercial side of it. They make their loans 
equal to about 6 dollars to every dollar on hand, on an average, don’t 
they? 

Mr. Burns. That is right. 

Mr. Parman. And you stated here that you are against subsidies 
of all kinds, and vou are, aren’t you? 

Mr. Burns. Yes. 

Mr. Parman. Don’t you think that you are being subsidived by the 
depositors of the country when the American Bankers Association got 
a provision written into law which has remained on the statute books, 
and has not been repealed, which denies a depositor any interest 
whatsoever when it is a demand deposit? Don’t you think that is a 
subsidy from the depositors of this country? 

Mr. Burns. I don’t know how that happened to be written in the 
law in the first place. 

Mr. Parman. Well, itis there. You know it is there. My informa- 
tion is that the American Bankers Association sponsored it. 

Mr. Burns. It has been there since the thirties, I believe. 

Mr. Parman. And you don’t advocate its repeal, do you? 

Mr. Burns. If that were to be repealed, and interest were paid on 
demand deposits, undoubtedly interest rates would rise or otherwise 
banks wouldn’t be able to exist. 

Mr. Parman. Well, it is a good way to fight inflation, too, to 
induce people to keep their money there and not spend it and at the 
same time give the poor depositor a little bargaining power with the 
banks. If the banks were fighting for these deposits the depositors 
might not have to pay such high service charges, and they might get 
a little interest now and then instead of being compelled to furnish 
these deposits free of charge. 

The commercial banks, under the law, get all their demand deposits, 
absolutely free, and the Government is one of the main losers in 
that, too. Over the vears, the Government keeps a lot of money in 
these banks, and in the past the banks had to pay interest on those 
deposits. But now the Government does not get 1 penny out of it, 
and the banks get a subsidy from the Government that way. 

Don’t you admit that is a subsidy? 

Mr. Burns. May I put it this way, Mr. Patman: We believe in a 
strong banking system. We don’t believe we can have a strong 
banking system in this country unless the banking system operates 
at a profit. 

Now, the margin of profit the banks make upon their invested 
capital is not large in relation to other industries, so that, whether the 
system is set up by the Reserve system we have or some other system, 
if banks are going to perform their functions and be able to take care 
of their customers in their communities, they are going to have to 
be able to operate a sound basis, and that means they have got to 
operate at some margin of profit. 

Mr. Patman. You won’t have any difficulty with me on that. I 
am a strong believer in the profit system and in the banks having a 
fair profit. I believe in the competitive system, too. Do you be- 
lieve that? 

Mr. Burns. Certainly. 
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Mr. Parman. Why aren’t you in favor of these banks competing 
with other banks in getting these deposits, then? 

Mr. Burns. We think there is a lot of competition going on for 
deposits. 

Mr. Parman. You can’t pay interest on a demand deposit. How 
can you have competition? 

Mr. Burns. There are plenty of other ways. 

Mr. Parman. What are other ways? 

Mr. Burns. Service. 

Mr. ParmMan. Service? 

Mr. Burns. Yes, sir. Service and your ability and willingness to 
take care of your customers who are borrowing customers. 

Mr. Parman. You charge people for keeping their deposits, unless 
they do so much business or keep so much on deposit, dont’ you? 

Mr. Burns. We try not to lose money on any account. And if 
the accounts are too small, or too active, it requires some small 
charge. Otherwise we are going to do a lot of bookkeeping for indi- 
viduals at a loss to the bank, and if the bank is going to make a 
margin of profit it means that that loss has to come out of somebody, 
and the logical thing is for the person who is getting the benefit of 
the service to pay it. 

Mr. Parman. Another question on this subsidy business. You said 
you were opposed to subsidies. There are hundreds of billions of dol- 

ars worth of checks cleared annually, and they are cleared through the 
Federal Reserve Banking System. 

Mr. Burns. That is right. 

Mr. Parman. And the other day on the floor of the House this 
question came up, and I made the statement that the Government 
was paying for the clearing of these checks, and the gentleman from 
Michigan, the distinguished chairman of this committee, took issue 
with me at first, and said that possibly I was wrong about that, that 
under the law, and be read me the law, and it is in section 16, subsection 
(14), I believe—that when these checks are cleared the Federal Reserve 
Bank shal] require that people receiving the service to pay the cost of 
that service. 

Well, I couldn’t answer that right off, because I didn’t know what 
the answer was, but since that time I have looked into it, and for his 
information, too—I haven’t had an opportunity to talk with him since 
that time, and I know he will be interested in this—they did make the 
charge for a while, but all at once they stopped doing it, and now it is 
costing Uncle Sam—you, a taxpayer—they are going into your pocket 
and into the pockets of other taxpayers of this country and paying 
out nearly a hundred million dollars every year to clear your checks 
and the checks of other privately owned banks in the Nation. 

Now, that is a complete subsidy. Are you in favor of that? 

Mr. Burns. Offsetting that, the Federal Reserve has these reserves 
deposited with the Federal Reserve banks. 

Mr. Parman. But they can’t use them. 

Mr. Burns. They invest them in Government bonds. 

Mr. Parman. You are mistaken about that. You are getting off 
now. That isnot accurate. You can’t invest reserves of the Federal 
Reserve banks in Government bonds. They have no reason to invest 
reserves. 
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Mr. Burns. Well, we are getting quite a way from mortgages, but 
the Federal 

Mn Parman. I know, but we are on subsidies. You mentioned 
the subsidy matter in your statement as being against all subsidies. 

Mr. Burns. All right. The Federal Reserve Board, however, does 
invest its surplus funds in United States Governments. 

Mr. Patrman. Oh, no; the Federal Reserve banks? 

Mr. Burns. Sure. 

Mr. Parman. Why, of course not. They can’t invest these reserves. 
They have got to be kept right there intact, and they have no power 
to invest them. None. You are wrong about that, my friend. The 
Federal Reserve banks trade printed money—Federal Reserve notes— 
for the Government bonds they buy. In other words the money is 
created by the Federal Reserve banks for that purpose. It is done 
under their power to create money. 

You represent the great American Bankers Association, but they 
had better get vou straight because you are wrong about that. 

Mr. Burns. No, Mr. Patman; I understand perfectly what you are 
talking about. The Federal Reserve banks are required to keep a 
reserve in gold certificates, 

Mr. Parman. No; 1 am not talking about that at all. 

Mr. Burns. But beyond that reserve, they invest their funds in 
Government securities. 

Mr. Parman. No; you are getting clear off. My question was a 
very simple one, and that question was that the United States Govern- 
ment is paying for clearing your checks. They are paying for shipping 
you money, and shipping money away from your place of business. 
They are paying the telegraph and telephone expenses, and for mailing 
charges, and for guards; and they are paying for the thousands of 
employees in these buildings, doing nothing except clearing your 
checks, the checks of the bankers of this country, and it is costing 
nearly a hundred million dollars a year. This is public money that 
is being used. 

Now, the Federal Reserve banks require the Treasury, and the 
RFC, and all these other agencies, to pay the cost of this, but they are 
not requiring the commercial banks to pay a penny of it. 

Now, that is a subsidy. Are you in favor of changing that? 

a Burns. Well, I don’t think I care to make any statement about 
that. 

Mr. Parman. Well, I want the answer of the American Bankers’ 
Association, so I am asking you now. 

Mr. Burns. That is a matter for the Federal Reserve Board to 
decide. They are the ones that put it in operation. 

Mr. Parman. Oh, no; I am asking you now to give us an answer, 
for your association, as to whether you favor a continuance of that 
subsidy for clearing those checks. And do you, the American Bankers 
Association, favor a continuance of the policy of destroying the com- 
petitive and free enterprise system, if you please, in this country, by 
not permitting banks to compete for demand deposits. I want the 
answer of your great association to those two questions. 

Mr. Burns. Mr. Patman, there is competition for these deposits 
by banks. 

Mr. Parman. Not in interest rates. 
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Mr. Burns. No; and that is because the Congress passed a law 
providing for that. 

Mr. Parman. Well there must be some favoritism then, andI am 
against secret discounts, you know, and secret ways of doing business. 

The Cuarmman. I think the witness, Mr. Patman, should have an 
opportunity to answer your question. He has tried several times to 
answer. 

Mr. Parman. Excuse me, Mr. Chairman. I appreciate the 
suggestion. 

Mr. Burns. Well, I was going to say, that I think that that provi- 
sion about no interest—and I am not sure of this, Mr. Patman, but I 
think it went into operation in the thirties, at a time when there was 
considerable movement in the direction of lower interest rates 

Mr. Parman. Well, I don’t think lower interest rates had anything 
to do with it. That is before we had guaranty of bank deposits, or 
it is about the same time, really, 1935, | think. I think it was in 1985. 

At any rate, they claimed that the banks—they didn’t say this 
but I will say it—that some of the banks were a little bit too weak in 
competition, that they would bid more than they should bid and 
jeopardize the assets of their respective banking institutions and they 
wanted to protect the bankers from themselves by denying the oppor- 
tunity of paying interest on demand deposits so there would be no 
competition. 

Mr. Burns. That may be. 

Mr. Parman. Now that sounded pretty good back then when you 
had no guaranty of bank deposits, but now, with the guaranty of 
bank deposits, that excuse is no longer any good, and why shouldn’t 
you return to the private enterprise system? You bankers are always 
talking about competitive private enterprise. Why don’t you return 
to competitive private enterprise? 

Mr. Burns. Mr. Patman, there is plenty of competition between 
banks for deposits. 

Mr. Parman. Well 

Mr. Burns. Let me add one thing. 

Mr. Parman. All right. 

Mr. Burns. We can pay interest, you know, on deposits, if we 
want to issue certificates that run 3, 6, 9, and 12 months, and it is 
simply a matter of whether the banks, from a competitive point of 
view, think it is desirable to do that. 

Mr. Parman. I am talking about demand deposits. How do you 
compete for those? 

Mr. Burns. Our customer can take his demand deposits, if the 
bank is willing to pay him interest and put it into a certificate that 
runs 3, 6, or 9 months. 

Mr. Parman. Then it is no longer a demand deposit? 

Mr. Burns. The law doesn’t prevent us from paying interest to 
corporate accounts. 

Mr. Parman. I am talking about demand deposits. You say you 
compete for those. What you are talking about any bank can do. 
Tam talking about how you can compete for demand deposits. 

Mr. Burns. I am telling you there is plenty of competition. 
Mr. Parman. Tell me one way in which you compete. 
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Mr. Burns. On the basis of service, and on the basis of your ability 
and willingness to make loans to your customers and take care of their 
requirements. 

You, Mr. Patman, I think would rather do business with a bank, if 
you were in business and needed to borrow money from time to time, 
with a bank that you thought would be willing to take care of your 
requirements, would be helpful in suggestions, from a financial point 
of view, to your business. 

Mr. Patman. Well, of course, all banks claim to do that. 

Mr. Burns. That is right; that is where the competition is. 

Mr. Parman. All banks claim to do that. 

Mr. Burns. It is in service and ability and willingness to take care 
of your customers’ requirements. And there is plenty of competition 
on that, I assure you. 

Mr. Parman. Another question, Mr. Burns, about your mutual 
mortgage insurance fund. 

You are in favor of that, are you not, the mutual mortgage insurance 
fund? 

Mr. Burns. Yes, sir; I think so, because it has worked so very well. 
It has been excellently operated. 

Mr. Parman. Your institution, the American Bankers Association, 
is very strong in its opposition to cooperatives. You are against 
cooperatives, aren’t you? 

Mr. Burns. Well I don’t think we passed any resolution against 
cooperatives as such. I know of none. 

Mr. Parman. I thought you had passed a resolution against it. 

Mr. Burns. If there is, Mr. Patman, I don’t know of it. 

Mr. Parman. You are not against cooperatives then? 

Mr. Burns. Personally, no, and I can’t speak for the—I don’t 
know of any action ever taken by the American Bankers Association. 

Mr. Parman. Maybe I am mistaken about that, but anyway this 
mutual is a cooperative, isn’t it? 

Mr. Burns. One form of banks, you know, are mutual savings 
banks, who are members of the American Bankers Association. 

Mr. Parman. And they are cooperatives? 

Mr. Burns. And they are members of the association and we 
are certainly not against them. 

Mr. Parman. Now the FDIC is a pretty big cooperative too, 
isn’t it? 

Mr. Burns. That is right. 

Mr. Parman. These people fighting cooperatives never say a 
word against FDIC. 

Mr. Burns. I suppose you would call it a cooperative, but it is a 
corporation. 

Mr. Parman. Well it is a cooperative. There is no question about 
it. Just like the Railway Express, and Associated Press, and all 
the rest of them; they are cooperatives. 

Mr. Burns. I don’t think of it as such, but you may be right. I 
don’t know whether it would come under a technical definition or not. 

Mr. Parman. Well I want you to get me the answer to those 
two questions, and [ will be sitting right here on the edge of my 
_chair waiting for them. 

Mr. Burns. I thought I had answered pretty near everything 
you asked me but maybe I haven't. 
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Mr. Parman. I want to get the answer of the American Bankers 
Association about the continuation of this subsidy for clearing checks 
and also about continuing the policy of not paying interest at all on 
demand deposits. 

Mr. Burns. To that I would say that we can live within the frame- 
work of the type of legislation that Congress might wish to pass in 
that respect. 

Mr. Parman. Beg pardon? 

Mr. Burns. As far as the charges for checks and that sort of thing 
are concerned, I have tried to point out that at the same time we 
are required to carry a very substantial portion of our deposits over 
at the Federal Reserve as a reserve. 

Mr. Parman. But it doesn’t help the Reserve bank any. There is 
the point. 

Mr. Burns. No, Mr. Patman, I think it does help them. 

Mr. Parman. How does it help them? There is no money issued 
on the strength of it. There are no bonds bought on the strength of it. 

Mr. Burns. Yes, sir, bonds are bought on the strength of it. That 
= the point I am trying to make. Bonds are bought on the strength 
of it. 

Mr. Parman. No bonds are bought on the strength of these re- 
serves. If you didn’t have the reserve in the Federal Reserve bank 
you would have to keep them in your own vaults or in somebody’s 
vaults and you couldn’t loan them out. 

Mr. Burns. Well just for the sake of argument, if we were per- 
mitted to carry them in our own vaults and put them in United 
States Government bonds that would greatly increase our earnings, 
but instead we are required to put them over at the Federal Reserve 
bank and a substantial part of those are put in Government bonds. 

Mr. Parman. You would have your reserves doing double duty 
that way. 

Mr. Burns. Well I come back to the point that the banking system 
has been set up on a basis where the banks are permitted, and are 
making, only a moderate return on their capital, and if they don’t 
make it in one way or another, they can’t exist. 

Mr. Parman. Well I am all for that but if you will look at the 
books for last year, you will discover that they made a pretty good 
return. Capital stock is one, undivided profits is another. 

Mr. Burns. That is right. 

Mr. Parman. And surplus is another. 

Mr. Burns. That is right. 

Mr. Parman. But now, just capital, let’s take that. Just the 
capital stock in the banks last year, | would suggest you would find 
that they made from 27 to 30 percent return on that capital stock. 
That is not bad in anybody’s book. 

Mr. Burns. But, Mr. Patman, you have to take the total capital 
funds to arrive at a fair return. 

Mr. Parman. All right. Even then you had a good return, around 
8 percent, counting everything. 

Mr. Burns. But a return that would be less than the general run 
for business. 

Mr. Parman. But just on the capital stock, that is the part that is 
tied up, for that institution. The undivided profits you can put that 
out at any time. But if you exclude undivided profits and surplus and 
just take it on the capital stock, it is from 27 to 30 percent returu last 
year. 
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Mr. Burns. But you recognize we ought to have a return on all of 
our capital, I am sure. 

Mr. Parman. But why not put it in the capital stock? If you are 
entitled to a return on the-—— 

Mr. Burns. That is a matter of policy for the individual bank. 

Mr. Parman. Don’t you think it would be better for them to put 
it in as capital stock? 

Mr. Burns. Most of it is im capital or surplus, and for all practical 
purposes iu the operation of a bank, it doesn’t make much difference. 

Mr. Parman. I want the banks to earn plenty of money, I want 
them to do well and be profitable, they have a great obligation to the 
people and they must always be ready to assume that obligation. 
they are very necessary and useful, indispensable institutions; I 
wouldu’t do a thing to harm them or destroy them but I want them to 
recognize that they owe the public a little service, and that they owe a 
little service to their Government because they are subsidized by their 
Government. They have always rendered fine service to the Govern- 

ment in time of war as well as in time of peace, which we will not forget. 
At the same time the banks must not forget they possess valuable 
privileges and receive great benefits from ‘the Federal Government 
and from the people. 

Mr. Burns. Mr. Patman, I think we will agree— 

Mr. Parman. They are subsidized by both the Government and 
the depositors. The depositors subsidize them because they don’t 
ret any interest on demand deposits; the Government subsidizes them 
Toner they clear their checks for a hundred million dollars a year 
and let them buy bonds, $30 billion of the bonds for a billion eight 
hundred million dollars, and draw interest on that $30 billion. So 
that is a pretty good bonus. 

Mr. Burns. I think I would say just this one thing further. I am 
sure—and I can’t speak for the American Bankers Association because 
1 am only one individual—but I am sure that the banks of the country 
are perfectly willing to be competitive in their field and are competi- 
tive and are perfectly willing to pay such charges in the operation of 
the business that they should be charged. 

Mr. Parman. That is all, Mr. Chairman. 

(For statement of Hon. Wright Patman, entitled “ Why law refusing 
payment of interest on demand deposits should be changed,” see 
p. 205.) 

Mr. Mutrer. Mr. Chairman. 

The Cuatrman. Mr. Multer. 

Mr. Muurer. Mr. Burns, you have been asked some questions 
with regard to what the Treasury did before it issued the 314-percent 
bond issue. I don’t think it is quite fair to ask you to give their 
thinking of what they did, because you are not in that department, 
but I would like to ask you to tell us, if you can, and name for us, if 
you can, a single bank, insurance company, or financial institution of 
the country that was approached by anybody on behalf of the Treas- 
ury Department, if vou know, and asked whether or not they would 
take any part of the billion-dollar bond issue at 2%, 2%, or 3, or 3% 
percent, before the Treasury issued the 3%-pereent bonds. 

Mr. Burns. Of my own knowledge 1 can’t answer that question. 
By hearsay, I understand that they did check the market to see what 
they could do. 
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Mr. Muurer. My information is just the contrary. There was no 
testing of the market. [am not critical of you. 

Mr. Burs. I understand. 

Mr. Mutrer. There was no testing of the market by the Treasury 
Department. 'T hey just decided to jump the rate 3% percent and now 
they are trying to tell us that they tested the market, but they can’t 
produce the name of a single institution that was asked whether it 
would take these bonds at a lower rate. 

Mr. Burns. All 1 can say is it is a matter of hearsay that I under- 
stand they did check the market. 

Mr. Mutrer. All T have been able to get on the subject is the same 
thing—hearsay. But nobody has been able to tell me who asked who, 
or name a single person who has been talked to about it. 

Mr. Burns. Our institution—and I can only spe: ak from our own 
experience—is not large enough possibly on the one hand and on the 
other hand is not so likely to be interested in long-term funds that we 
would have been approached. ‘The ones more likely to be approached 
would be the insurance companies, some of the big pension funds and 
some of the others. 

Mr. Mutter. Now, Mr. Burns, in your statement you say there 
appears to be no lack of mortgage funds Do you see that? 

Mr. Burns. Yes, sir. 

Mr. Mutter. And then you quote from a letter to sustain that 
statement. We have been hearing testimony directly to the contrary. 
I know we are going to get more testimony directly to the contrary, 
that there is a lack of mortgage funds. I agree there is no lack of 
funds. The funds are there. But they are not willing to lend them. 
I would like to know why they are not making the mortgage loans or 
commitments for mortgage loans. 

Mr. Burns. All I can say to that is as I answered a similar question, 
and that is that for any published statistics that are available, and 
that takes us through the first quarter of this year, we know there 
has been just as much or more money going into mortgages this year 
as there was last year, and as far as we can tell the building program is 
just as big this year as last year. 

Now whether there has been some little change in the last few weeks 
or somethiag, I don’t think anyone can tell you until the statistics 
are available. 

What I said before was there may be certain areas, as some of you 
gentlemen have stated, where funds are not so readily available, 
because certain institutions do become loaned up, in situations such 
as we now have. 

But taking it on a broad basis for the country as a whole, there 
appears to be an ample amount of funds going into mortgage money. 

Mr. Mutrer. Well I had one gentleman come into my office last 
week and tell me that he has had a commitment from FHA indicatin 
that the mortgage is a good mortgage, for more than 6 months, an 
they have canvassed the country and can’t get a taker. One of the | 
witnesses, Mr. Jerry Bialek, whom we will hear, says 43 lending 
institutions were canvassed over a period of 414 months for mortgage 
money and was told “not interested at any price.” That is typical. 

Mr. Burns. I think in a general way that is true. Now there are 
exceptions in certain areas where the institutions are loaned up. 
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But don’t we have to look at this from a broad national point of view? 
The amount of housing being built indicates there is considerable 
expansion in the housing field and has been now for several years. 

Mr. Murer. Do you think there has been too much expansion in 
the housing field? 

Mr. Burns. I will put it the other way around. I think possibly 
if we hadn’t had such liberal lending terms that there wouldn’t have 
been as many houses built and we wouldn’t have had as much inflation 
as we have had. 

Mr. Muurrr. Let’s take it from this angle, quite apart from 
inflation. We won’t argue whether the inflation was necessary or a 
good thing or bad under the circumstances. 

Have we met, in this country, the demand for adequate housing? 

Mr. Burns. I think all I can say to that is that we have been, 
year by vear, with the amount of housing built, improving the amount 
of good housing and the amount of available housing for the country, 
based upon population. 

The statistics—and I don’t recall them—will show that for the 
last dozen years, for example, the average number of persons per 
house is less now, with the increase in housing, than in 1940, 

Mr. Mutrer. I agree, but my question is, Do we have adequate 
housing? Because we only have an average of 3 families to a dwell- 
ing unit today as against 5 vears ago, do we have adequate housing? 
That still indicates to my mind that we have inadequate housing, and 
until we have one family per family unit we don’t have adequate 
housing. And I am not talking about the obsolete housing they 
live in. I am not talking about how you get this average down by 
having 4 or 5 families live in 1 unit. 

Am I right that until we have one unit per family that we don’t 
have adequate housing? 

Mr. Burns. I think the average is now a little over three persons 
to a dwelling unit and the average family is about that size, you know. 
That doesn’t mean there are not some maladjustments. Of course 
there are. 

Mr. Mutter. Well vou would not agree then, that housing today 
is still inadequate? 

Mr. Burns. I think it is getting to the point where there is enough 
housing to take care of all the families. 

Now when you get to adequate, that gets to the question of how 
good the housing should be and all that sort of thing and I don’t 
think | would want to go into that. 

Mr. Mvutrer. Well let’s take it this way: Today home ownership 
is about 56 or 57 percent. 1 think that is very good. 

Mr. Burns. Something like that. It is good. It is moving up. 

Mr. Mutter. It is probably 500 percent better than it was 40 
years ago. 

Mr. Burns. May I answer your question this way: I think of 
course we all want to see more and better housing for the people of the 
country. 

Mr. Muirer. That was going to be my next question. 

Mr. Burns. But I think at the same time we have to move forward 
with some gradual degree of success in that direction. And we have 
been moving forward and are moving forward this year, at a rate 
very much more rapid than ever before in our history. 
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Mr. Muurer. Aren’t you urging that we stop doing that? Aren’t 
you urging that by the mortgage market being curtailed, the interest 
rate being raised upon mortgages, and the downpayments being 
not decreased, and held at their present level, aren’t you urging that 
we decelerate that building program of home ownership? 

Mr. Burns. I think the matter of interest rate probably doesn’t 
have too much of an effect upon a person making up his mind whether 
or not he wants to buy a house and get it financed. 

The matter of the downpayment is something else again, but 
there is a question of the soundness, as to what that downpayment 
should be, and we see no reason why that downpayment should be 
decreased. You get to a point where, as the previous witness sug- 
gested, it increases the demand for mortgages, if there is practically 
no downpayment, and there is a limit, even in this country, to the 
number of houses that we can afford to have financed from year to 
vear, | think. 

Mr. Mutrer. Don’t you think it is better even if there be no down- 
payment, that a man move into a house he can eall his own and pay 
it off in installments the same as he pays rent? 

Mr. Burns. I don’t think so personally. I think a man who wants 
to own his own home ought to be willing to make a sacrifice to acquire 
a home. I don’t see why we should change that. 

Mr. Deane. Will you yield? 

Mr. Mutter. Yes. 

# Mr. Deane. If I follow your reasoning, isn’t that true? It gets to 
the point where this fellow who didn’t have anything at all in that 
house, that foreclosures begin, and some of this housing is rather 
shoddy, some of it that I have seen, and he is paying $60 a month, 
say, for this house, and he can go out and rent for $35 a month, a 
similar house, do you think he is gomg to continue to make those 
payments. 

Mr. Burns. The point I am suggesting is, first of all, of course, we 
are for better housing, better constructed houses. ‘There is no ques- 
tion about that. 

But the point I am making is that we don’t accomplish any good 
for a family if we let that family go in and take over a house, and 
then can’t keep it up, and just let the thing go. 

If he puts something of his own into it, it seems to me that he is 
going to be more interested in maintaining that home, he is going to 
make a greater effort to keep it, and after all what I think we all 
want is more and more homeowners, and the way to get them, in my 
opinion, isn’t by just eliminating the downpayment and making it too 
easy for a fellow to get something he may not be willing to hang onto 
because he doesn’t have anything in it. 

Mr. Mutter. Don’t you agree we would get a better and stronger 
America with more and more homeowners? 

Mr. Burns. Certainly. 

Mr. Mutrer. Don’t you also agree that the average couple getting 
married and starting out in life, at that point in life, can’t afford a 
down payment? 

Mr. Burns. It depends. 

Mr. Mutter. Well very few of them can. 
Mr. Burns. It depends. 
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Mr. Muurer. Then after a while, as they are getting along in life, 
and moving up the economic ladder in their work or industry or 
business, they can affort the down payment, but in the beginning 
when they need it, when the kids are small, when they want a place 
where those children can have a decent home, with good standards, 
that you and I would like to see them have, that is the time they need 
the help, not because they want a subsidy, but if at that time they 
can move into that house and pay it out in installments like rent, 
then they are in a better position to pay off the mortgage. But they 
need the help when they are just beginning to raise the family, and 
that is when those kids need it, too, 

Mr. Burns. [ think the American way is that we believe that a 
person should make the effort for himself to help move himself along, 
and in this dav and generation it has become, under the regulations 
that will be in effect if this bill is passed, still make it so much easier 
for a man to own his own home than 10 or 13 or 50 vears ago, that I 
think we have gone a long wav in making it possible for the man who 
is willing to make the effort for himself, to aequire his own home. 

Mr. Muurer. I agree with you but I can’t see why you should 
take that position. If the man is willing to buy that way, and the 
builder is willing to construct that way, why vou should take the posi- 
tion—and there must be mortgage lenders who will be willing to lend 
without a down payment—and 1 don’t see why your association 
should take the position that we shouldn’t do it. 

Mr. Burns. It doesn’t seem like it is sound to me personally to 
extend credit on such a liberal basis, that anybody can step up and 
get his home without making an effort for himself, he just has it handed 
to him on a silver platter, because he agrees to pay some monthly 
payment, and if he can’t meet the monthly payment what is he going 
to do about it? 1 don’t believe that is good for the country either. 

Mr. Murer. Then we ought to allow the free-enterprise system 
to determine that question, and not the law. If the lenders are willing 
to lend, and builders willing to build, and the man willing to buy, 
what happens to your free competitive system if you are goimg to say 
as a matter of law vou have to do this? 

Mr. Burns. What we are talking about now, of course, are types 
of mortgages under FHA that were not established by free compet- 
itive system. They are established by legislation, and there is a 
question as to how far legislation wants to move away from what 
the market place would do without. 

Mr. Meurer. Then we get back to this: FHA has now served its 
purpose as a Government insurance program, and the lending institu- 
tions and the banking fraternity ought to do that insuring on their 
own. Just as you write credit insurance you ought to take over the 
mortgage insurance now and get the whole business back into free 
enterprise. 

Mr. Burns. You will notice we have suggested in this statement 
that we would like to see it get to a point where the debentures of 
the mutual fund would be satisfactory enough that they could stand 
on their own without aay Government guaranty, and this msurance 
that is paid into that fund would be sufficient to support it and we 
believe that is a sound approach, and | think it is fair to say at the 
same time that it would be a much longer time in arriving at that 
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end if the FHA got into the position where it was making more and 
more liberal and longer and longer loans all the time. 

Mr. Mu rer. I am glad the American Bankers Association has 
caught up with me to that extent. I have been urging that for more 
than 2 vears. Thank you, sir. 

The Cuatrman. All right, Mr. Burns. Thank you very much. 

We will recess to reconvene at 2:30, if the legislative program on 
the floor is such that we can. 

(Whereupon, at 12:32 p. m., the committee recessed to reconvene 
at 2:30 p. m. in the afternoon. The business of the House required 
the afternoon session to be canceled.) 
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TUESDAY, JUNE 23, 1953 


Hovsre or REPRESENTATIVES, 
CoMMITTEE ON BANKING AND CURRENCY, 
Washington, D.C. 

The committee met at 9:30 a. m., Hon. Jesse P. Wolcott, chairman 
of the committee, presiding. 

Present: Congressmen Wolcott, chairman of the committee, Talle, 
Kilburn, McDonough, Widnall, Betts, D’Ewart, George, Mumma, 
Merrill, Oakman, Hiestand, Stringfellow, Spence, Brown, Patman, 
Rains, Multer, Deane, O’Brien, Barrett, Nays, and O'Hara. 

The CHatrMan. The committee will come to order. 

We will proceed with consideration of H. R. 5667. 

Mr. Parman. Mr. Chairman, I ask unanimous consent to extend 
my remarks in connection with my interrogation of the witness 
yesterday and to insert such matters as may be needed to clarify my 
remarks. 

The CHarrmMan. Without objection. 

Mr. Parman. Thank you. 

The CHarRMAN. We have with us this morning Mr. Randy Hamil- 
ton, Washington director of the American Municipal Association. 

Mr. Hamitron. Thank you, Mr. Chairman. 


STATEMENT OF RANDY H. HAMILTON, DIRECTOR OF WASHINGTON 
OFFICE, AMERICAN MUNICIPAL ASSOCIATION 


Mr. Hamitron. Mr. Chairman, members of the committee, I am 
Randy H. Hamilton, Washington office director of the American 
Municipal Association—an association of nearly 12,000 municipalities 
in 43 States. That is to say, the national organization representing 
the city governments of America. 

I should like to spgak this morning to one section, and one section 
only, of the proposed amendments to the housing laws which you have 
before you. I refer to the section which pertains to the provision 
of community services and facilities in critical defense areas. I wish 
to make it quite clear that on this occasion our only interest is in that 
particular section. 

The bill you now have before you, H. R. 5667, would permit the 
law providing community facilities aids under title III of the act, 
except as to assistance in accordance with pending applications made 
prior to June 1, 1953, to expire. If this provision carries, then the 
Congress of the United States will be saying to those communities 
which have been overburdened by the impact of the defense effort: 
“The Federal Government has no responsibility to help you provide 
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needed community facilities and services even though Federal activity 
has overburdened your fiscal and physical resources by bringing in 
many thousands of people.” 

Failure to extend the provisions of this law which aids local govern- 
ment in meeting these community needs would be a denial of a moral 
and legal obligation on the part of the Federal Government toward 
local government. 

Gentlemen, if each of you were asked this question, I think you 
would answer in the affirmative: ‘Does the Federal Government have 
any responsibility to help these communities which are overwhelmed 
by the defense impact to provide needed community serviees and 
facilities?” Ask yourselves that question. Put yourselves in the 
position of local government officials who are faced with these pros- 
pects: 

(1) Thousands of people jamming inadequate and underpoliced 
streets. 

(2) Dangerous demands on the city’s filtration plant which is 
already operating at overcapacity: Would vou be able to sleep if you 
were a conscientious citv official when thousands of additional people 
in your city demand and use city water which vou know is not getting 
proper treatment because you do not have the facilities to supply 
properly treated water to the many, many neweomers who have 
swarmed in to perform their patriotic duty in the defense effort? 

As conscientious Members of the Congress, can you say to those 
officials, “The Federal Government which has brought these people 
to your area has noe responsibility to help you provide the additions to 
your water distribution, treatment, and purification system to provide 
safe water to those people’’? 

(3) Breakdown of sewage systems: Sewage effluent clogs the lines, 
in some cases overflowing into the public streets because the system 
is carrying many times more raw, untreated sewage and human excre- 
ment than it was designed to carry. In some cases, cities have had 
to prohibit new tie-ins because of the overloading of the svstem. 

(4) Garbage trucks and garbage disposal facilities which are not 
adequate: The mereased amounts of garbage which existing units 
need to carry, in order to care for the defense-connected newcomers, 
has resulted in breakdowns in the collection and disposal patterns. 
How would you as a city official handle this problem with the polio 
season coming on, if your publie health officer told you that the city’s 
inadequacy with regard to garbage and refuse collection and disposal 
is causing an added health hazard to the commmity? 

(5) Added fire and conflagration hazard: The doubling, trebling, 
and even quadrupling of residents and residences soon obsoletes local 
fire-fighting facilities. If you pass H. R. 5667 in its present form, 
you will be saving to the local governing officials that it is up to the 
city to “go it alone” in providing new fire equipment, new fire stations, 
and other public safety services. You will be saying, in effect, get 
along as best you can. We'll just bring the people into your town. 
It’s up to you to figure out how to provide fire protection for 3 or 4 
times as many people as your fire defenses are equipped, manned, or 
prepared to do. Remember, gentlemen, no fire was ever put out by 
the fire truck that was still a dream in the mind of the mayor. 

T won’t burden you with repetition in this regard. There is no 
need to run through the listing of the community facilities and 
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services which have been made inadequate by the coming of thousands 
of new defense-connected people to a community. Suflice it to say 
that the previous five examples are in themselves sufficient justifica- 
tion for an extension of the authority to join with local government 
in meeting the needs which are occasioned by the impact of the de- 
fense effort on the community, and I haven't even touched on the 
question of police protection, hospitals, health facilities, recreational 
facilities, and other essential community facilities and services. 

Passage of H. R. 5667 in its present form would be saying to the 
hundreds of local public government otflicials throughout the country 
that the Federal Governmen thas no responsibility to help them, even 
though we are directly responsible for their difficulties, as we all join 
together in a united defense effort to preserve our country and its 
traditions. 

I suspect that many of you are thinking to yourselves, “That's 
all very well, but why can’t local governments pay for these things 
themselves? After all, new people mean new building and that means 
new taxes.” The problem is not that simple. In the first place, 
many of these community facilities and services such as water and 
sewer facilities need to be put in place before the new construction 
even gets on the tax rolls. Secondly, residential construction does 
not begin to bear its own weight in a city until at least 10 or 12 years 
after the house has been on the tax rolls. In the case of the low-cost 
housing which usually accompanies these defense buildups, the time 
is even longer. Thirdly, local governments throughout the United 
States are severely restricted by constitution or statute as to the 
amount of money they can borrow for public purposes. Most of our 
local governments are already at the edge of that borrowing limit. 

The power to raise those limits does not lie in the hands of local 
governing officials, for the most part, as it does in the Congress. That 
must be accomplished through constitutional amendments or legisla- 
tive action in the State capitols. Having attempted to provide these 
resources ourselves, we are already right up against those limits. In 
many cases, we cannot borrow more to provide these community 
facilities and services. 

I might add that the law as it now reads provides no community 
may receive aid unless it is demonstrated to be fiscally incompetent. 

In the absence of Federal assistance in the provision of community 
facilities, the burden will fall on local governments which are not fiscally 
prepared to carry the burden. 

One example comes to mind when I think of a case involving 
Lakehurst, N. J., last year—the site of a great naval airbase. All 
hands agreed that a vitally needed sewage line had to be installed 
immediately, unless the public health was to be grossly endangered. 
HHFA requested Lakehurst to supply $25,000 of the necessary funds 
for the project, to be matched with Federal funds. This seemed like 
a reasonable request, until we examined the bonded debt limit of Lake- 
hurst. We found that the town’s constitutional authority to borrow 
would allow them to borrow only $30,000 for all public purposes. Con- 
sequently, it was obvious that the town could not borrow $25,000 on 
1 project unless it went beyond a safe margin for future borrowings. 

This is what I mean when I say that local governments, because of 
bonded-debt limits, are not fiscally prepared to carry the burden. 
Incidentally, you'll be glad to know that Lakehurst finally borrowed 
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somewhere in the neighborhood of up to half of its capacity for the 
sewage project. Fourthly, and most importantly, there is the question 
of whether or not a community should be asked to shoulder the entire 
cost by itself of providing these services and facilities necessitated by 
the defense buildup. 

Presumably, the national defense effort is a national effort. Pre- 
sumably, under our Federal system, the cost of the defense effort 
should be spread over the whole taxpaying base of the Nation. 
Therefore, taxpavers in one single community—the community that 
has to provide these services and facilities—should not be asked to 
subsidize the defense effort and the rest of the Nation’s taxpayers in 
order to provide these services and facilities, necessitated by the 
defense effort. I’m certain that vou'll agree that the defense effort 
is national in scope and that some attempt should be made to dis- 
tribute the cost nationally and equitably. 

At this point, I'd like to make a part of the record a recapitulation 
of the Federal-local partnership in providmg community facilities 
and services. The one fact which immediately stands out is that 
this is not a “give-away” program. To date, there has been a total 
of 116 projects completed under this program—only 116 in the 
whole United States. Of this number, 31 were water facilities proj- 
ects, 29 were sewage facilities, 8 were combined water and sewer 
facilities, 21 were sewage treatment projects, 9 water purification 
projects, 1 combiaed water and sewage treatment projects, 6 hos- 
pitals, | garbage and refuse disposal project, 2 street projects, and 
8 police and/or fire facility projects. 

Going back over these figures, | wait to point out that 99 out of 
116 projects were for waiter or sewage facilities of some sort. Over 
9) percent of the projects have been for these basic, essential utilities 
which are absolutely necessary to urban life as we know it in America. 
In terms of dollar costs to the United States Government, it should 
be brought to the committee’s attention that the entire program has 
cost the Federal Government to date $25,539,575 in grants. Another 
$2,675,500 has been made available in loan funds, for a total obligation 
of Federal funds of around $28 million. 

At the same time, however, for these same projects, local govern- 
ment has put up $33,814,343, $5 million more than the Federal obliga- 
tions. The total expenditure on this program has amounted to 
$63,029,418, of which local government has put up approximately 
15 pereent more than the Federal Government. 

Gentlemen, | submit that these figures prove two things: first, 
local government is concentrating on the basic, bare, primary es- 
sentials in community facilities. ‘There are no frills on these projects, 
no fat to cut. Even though allowable under the terms of the law, 
there have been on projects for day-care centers, libraries or recreation 
areas, regardless of the desirability of those services. 

Instead, local government has concentrated on essentials in the 
form of water and sewer projects, fire and police protection, hospitals, 
and garbage disposal facilities. Secondly, local government is more 
than meeting its share of the obligations. Not only in terms of trying 
to meet the needs without Federal assistance, but also on those 

rojects for which Federal assistance hsa been granted, m which the 
‘ederal Government’s responsibility has been admitted, local gov- 
ernment has put up 65 percent of the money for the projects. 
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Gentlemen, I submit that you would be breaking faith with hard- 
working local officials who are trying to meet the demands for com- 
munity facilities and services if you let such a program expire. 

One extremely important matter with reference to this subject 
must be stressed. H. R. 5667 provides that projects for which 
applications have been filed prior to June 30, 1953, may still be eligible 


for aids in providing these facilities. The obvious comment is that 


such an arbitrary cut-off presupposes that the Federal interest in 
helping communities to provide these services and facilities can be 
turned on and off like a spigot or ripped out of existence simply by 
tearing a page off the calendar. 

New critical defense areas are still being designated by the admin- 
istration. Old ones are being revised and extended. All areas which 
were so declared prior to this time were eligible for partnership pro- 
grams with the Federal Government in providing community facilities 
and services. If H. R. 5667 passes in its present form, those com- 
munities which are declared to be critical after June 30, 1953, will not 
be eligible for this partnership. 

This is arbitrary and discriminatory. Certainly the newly desig- 
nated critical defense areas are no less worthy than the old ones. An 
overburdened community that is declared to be critical on July 1 is no 
less needful of aid than one that was declared to be critical 24 hours 
previously. The people in the newly designated critical areas need 
these community facilities and services in order to achieve maximum 
defense efficiency just as much as the people in the areas declared 
critical last week, or last month, or last year. The program is based on 
need, not numbers on a calendar. 

How can you say to local officials, ‘‘We are sorry, but you were not 
declared to be a critical area until after June 30, 1953; therefore we 
will not extend this partnership to you, depsite the fact that we did 
extend our partnership arrangement to your fellow mayor down the 
road. We did that because his town was declared critical last week. 
But you are too late. Sorry, you'll have to go it alone.” 

The Congress has declared it to be the policy of the Federal Gov- 
ernment to join with critical defense areas in providing community 
facilities and services to the extent that those services are required 
by defense-connected people. We see nothing in the bill or in the 
testimony to indicate any sound, logical reason why this policy should 
be reversed. Indeed, the testimony of the Defense Department 
Housing Agency and the Air Force specifically recommended exten- 
sion of title III. We join with the military in urging this extension 
insofar as it applies to community facilities and services. 

Finally, perhaps the most important matter to be pointed out to 
this committee is that the Public Health Service ran out of money 
and stopped accepting applications last December. The HHFA 
regional offices advised cities that they were out of money in February 
and asked them not to submit applications in early March. Soin 
effect, the conscientious city official, the one who followed the advice 
of the agencies created by Congress to carry out its will, is being 
penalized. Those that tried to cooperate upon issuance of the direc- 
tives concerning the exhaustion of funds are to be penalized for try- 
ing to cooperate. This violates the elementary rules of fair play. 

"To cut off the program on June 30 because a city did not file an 
application, when that city was advised that the agencies were out of 
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money in December and February, is to act in bad faith. If you pass 
Hl. R. 5667 in its present form, you will leave local government 
officials no alternative than to think that they should not have tried 
to cooperate, that they should have rushed in regardless of the agen- 
cies’ advice and tried to “grab all they could while the grabbing was 
good,” 

We are happy to report that America’s city officials are not of that 
stripe and that they did not regard this program as a grab and that 
they did cooperate with the agencies. So we recommend to the 
committee that it not put a penalty on fair play. We recommend that 
vou extend the time during which the program will run in order to 
ceep faith with those city officials who kept faith with your agencies. 
To pass H. R. 5667 in its present form is actually to terminate the 
program as of last February, to terminate it without prior notice and 
to break faith with local officials all over this great Nation. 

For these reasons, gentlemen, we urge that the provisions of the 
law providing for these community facilities and services be extended 
for another year. Accordingly, we suggest the following amendment 
to H. R. 5667: 

Section 104 of the Defense Housing and Community Facilities and Services 
Act of 1951, as amended, is hereby amended to read as follows: 

“Sec. 104. After June 30, 1953, (a) construction of community facilities 
by the United States may be begun under title III of this Act and agreement may 
be made to extend assistance for the provision of additional community facilities 
or services under that title on applications which are filed prior to June 30, 1954.” 
; Please note that we offer no amendments to any other portions 
of the act, except those pertaining to these community facilities and 
services. We offer no amendments and no testimony on the other 
provisions of this section relating to defense housing, mortgage 
requirements, etc. The intent of our suggested amendment is to 
extend authorization for the program concerning community facilities 
and services to June 30, 1954. This will allow the Federal Government 
to meet its just obligations in those communities which are over- 
burdened by the defense impact. 

Thank you for your courtesy and patience. IT’Il be glad to try to 
answer any questions you may have. 

The Cuarrman. Mr. Rains. 

Mr. Ratys. Mr. Hamilton, going back to paragraph 4, section 2, I 
would like to state this: In Alabama I only have three or four of these 
projects, none in my district. The headlines in the papers of the 
Nation, not just in Alabama, point up the worst polio epidemic in the 
Nation, asin Montgomery, Ala. One project calls for a sewage project 
next to Maxwell Field. 

Would the continuation of this section be beneficial to cities like 
Montgomery in the attempt to meet what is definitely a health hazard 
to the men in training as well as to the other citizens? 

Mr. Hamitron. Yes; Mr. Rains, it could. If the city were fiscally 
incompetent, or fiscally unable to provide those services, and if there 
were a probable need, as related to Maxwell Field, they would be 
eligible for aid under this program, if the program were extended. 

As the bill now reads, they will not be eligible. 

Mr. Ratns. Is Montgomery one of the cities which has filed an 
application, which was not approved? Do you have a list there? I 
would like the committee to have the list of all these in the various 
districts of the members of the committee. 
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Mr. Hamivron. I would be glad to. 

Mr. Rarns. Will you read them into the record? 

Mr. Hamitron. | will read them by States and by districts. We 
will start with Morrisville in Iowa, Davenport is seriously affected. 

In Wisconsin, Tomah is affected. 

California, as usual, leads the raise. There are more projects there 
than in any State of the Union. 

Mr. Mumma. How many would that be in California? 

Mr. Hamitron. Twenty-six projects. 

In Ohio, three projects, at Piketon, Jackson, and a suburb of Day- 
ton. I understand there are some people here from that suburb who 
will testify later. Piketon is the atomic energy installation, 

Mr. Hays. What is the other one? 

Mr. Haminron. Jackson. 

Mr. Hays. That is also an atomic energy installation. 

Mr. Mumma. What is the size of those towns? 

Mr. Hays. They are very small. 1 don’t know offhand, but I 
would say under 5,000, probably. 

Mr. Merritt. Wouldn’t that Piketon situation be covered by the 
atomic energy provision? 

Mr. Hamivron. That expires with the defense provision, sir. 

Kansas, Wichita, Topeka, and Salina, have a request for a total of 
6 projects in that State. 

Indiana, 3 projects, at Lawrence, LaPorte. 

In Kentucky, 18 projects, which is the largest number of projects 
east of the Mississippi River. Paducah, Elizabethtown, and so forth. 

Georgia, 12 projects. 

Coming back to your question, Mir. Mumma, there are 3 in the dis- 
trict of the distinguished Congressman from Georgia. 

Mr. Brown. That is in connection with the atomic energy 
installations? 

Mr. Hamiutron. Yes, sir. 

Alabama, 7 projects. 

Mr. Rains. Where are those in Alabama? 

Mr. Haminron. Huntsville, Ozark, Enterprise, Dothan, Oxford, 
and Birmingham. 

Mr. Merritt. Did you say that if they had filed before June 30 
of this vear they would be eligible? 

Mr. Hamitron. June 1. There is no money so it wouldn’t make 
any difference. The program for all practical purposes has expired. 

Mr. Merriti. Well, we are not concerned with money, are we? 
That is up to the Appropriations Committee. 

Mr. Hamiuron. Well, the projects I am now reading to you would 
be eligible for consideration with additional funds to be appropriated. 

Mr. Merritu. Then all those places that you have mentioned have 
filed applications; is that right? 

Mr. Hamitron. Not necessarily. Some of them have indicated 
their intention of filing applications. I have not broken that down 
into those which have indicated and those which have filed. You 
see the program was cut off in February and March, and we have 
information from these cities saying that if the application acceptance 

eriod were opened up they would then submit their application. 
hey are mixed up with the ones I am talking about. 
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Mr. Merritv. But, then, any of those people who have filed appli- 
cations are eligible even if we do nothing providing the Appropria- 
tions Committee and the Congress provide the money; is that right? 

Mr. Yes. 

Mr. Merry. So you can’t say how many of those projects would 
be affected? So far as you know maybe none of those projects would 
be affected by our failure to extend this act? 

Mr. Hamitron. No, sir; I would say that the general average would 
be, mixing up the ones which my office has indications that they 
intend to file, HHFA on those which have already filed, I would say 
60 percent have filed and 40 percent have not vet filed. 

Mr. Merritu. For this list to be pertinent to this committee it 
should have been broken down to those which would not be eligible 
if we do not extend the act. The way the list is now, it doesn’t mean 
anything. 

Mr. Hamitron. Well, unfortunately, nobody can make a list of 
applications which might come in because we don’t know. The ap- 
plications were cut off last February, and so neither myself nor the 
Administrator can come up here and say, ‘This is a firm list,’’ because 
we haven’t received applications. 

Mr. Merrity. And if these communities were on their toes, if you 
were to get word out to those communities, they could have their ap- 
plications in by the end of this month and all qualify, couldn’t they? 

Mr. Hamitron. No, June 1 was when the application date was 
cut off. 

Mr. Rains. Not only that, but you wouldn’t anticipate the appro- 
priations committee, Mr. Hamilton, would be very interested in ap- 
propriating money on a bill which has already expired even though 
there were some hangover applications. 

Mr. Hamitron. No, I would say that legislatively we know that 
when a program expires the Appropriations Committee takes a very 
dim view of appropriating money for the applications which have 
already been put in 

Mr. Merriuu. I don’t quite follow that. If there is an authorized 
need, under the law, if you can explain to me why the Appropriations 
Committee wouldn’t authorize the money for an authorized need, I 
would like you to. 

Mr. Rains. They might do it if it was clearly evident. If the 
Appropriations Committee were to see that this committee didn’t 
regard it of sufficient importance to continue it for another year, they 
would not be too much concerned with those hanging over. That is 
only my opinion. 

Mr. Hamitron. T would like to speak to Mr. Rains’ point, Con- 
gressman. 

On Sunday, at home, going over my testimony, I picked up an 
article which said “Contracts for Federal work on the decline.” 

I said to myself you are going to be in a fine spot when you testify 
with that information coming up. 

Then I looked into the article, which appeared on page 15—R of the 
Washington Post, and I got down to the part that we were interested 
in, these defense activities, and I am quoting from that article, which 
is headlined “Contract Work for Federal Projects on Decline,” and 
down in the article it says: 

Award amounts for other types of defense-connected work, particularly con- 
struction at airfields and AEC installations, were substantially higher than a year 
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ago, despite decreases in the preceding 3 months. Contract awards for educa- 
tional buildings, particularly in response to school-plant requirements in crowded 
defense districts— 

which is what we are talking about here— 


rose by one-eighth from the preceding quarter and were well over double the 
amount for the first quarter in 1952. 

So that I foresee an even greater need for the program than we have 
had in the past, based on these reports. 

Mr. Mumma. Is this program for the general need of the com- 
munities, or just insofar as the defense activities are concerned? 

Mr. Hamitrox. In the procedure for filing applications, Mr. 
Mumma, the local government must take care of the percentage of the 
cost which will handle local people, with the Federal Government’s 
aid only coming in to affect an interplay with reference to the defense- 
connected need, that which is provably caused by the federally con- 
nected people. And we would want the program no other way. 

Mr. Mumma. You speak about school buildings. I don’t know how 
it is in other States, but most of the school buildings in Pennsylvania 
are being built on the outskirts, in the decidedly suburban districts, 
where the cost of sewage is included in the plumbing and heating 
contract for whatever size septic tanks they may need, or sewage 
disposal tanks. 

Ordinary school programs wouldn’t come under this, would they? 

Mr. Hamiuron. No. 

Mr. Mumma. Our districts are now getting money for the impact 
of defense, so much per pupil. 

Mr. Haminton. That is ouly the school program. I am concerned 
this morning with other community facilities and services. For the 
most part sewage and water are owned municipally in this country, 
sir. We are not discussing electric utilities. 

Mr. Mumma. I know Harrisburg, Pa., owns its own water works. 
And when they need an extension they have to take care of it. 

Mr. Hamittron. Most cities do. 

Mr. Mumma. Morrisville isn’t in my district, but who is applying 
for the funds over there, the Borough of Morrisville? 

Mr. Hamizron. Yes. 

Mr. Mumma. Most of the expansion there is outside, as I said, with 
Levitt, United States Steel, and so forth. And Levitt takes care of 
its own sewage, doesn’t it? 

Mr. Haminton. The application at Morrisville is for sewage and 
water projects, sir. 

Mr. Mumma. How much is it? 

Mr. Hamitron. It is for a sewer project, an $800,000 grant to be 
matched by the borough of Morrisville by $2,400,000. In other 
words, they are asking $800,000 for the Federal interest, and they 
themselves are willing to put up $2,400,000 on a total sewer project 
of $3,200,000. 

Mr. Mumma. That must be in the borough, The United States 
Steel one is private enterprise. 

Mr. Rains. You mean with tax amortization? 

Mr. Hays. That is private enterprise, 1953 style. 

Mr. Mumma. Well, we have to do something to get people encour- 
aged to do it. From what little 1 know about tax amortization, it 
is just postponing the tax for a little while, to encourage people to 
go ahead with these projects. 
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Mr. Georcr. That program didn’t start in 1953, 

Mr. Hays. I realize that. 

Mr. Parman. It is being continued, though, and I don’t see any 
reason for it as a national defense necessity.. 

Mr. Spence. You say there are more projects in Kentucky than 
anywhere east of the Mississippi? What are the defense areas in 
Kentucky? 

Mr. Hamitron. Well, around Paducah. Mr. Spence, you could 
probably tell me where these cities are located better than I, but I 
think it is atomie energy work around Paducah, principally. 

Mr. Spence. And then Fort Knox. 

Mr. Hamitron. Paducah, Elizabethtown, Wayne Grove, and a 
couple of counties. 

Mr. Hresranp. Do I understand that the amounts in the first 
column are still to be spent? 

Mr. Hamivron. They have been requested. The list which you 
looked at has not been approved. 

Mr. Hirsranp. They haven’t approved any of them? 

Mr. Hamitron. No, sir. 

; = SrRINGFELLOW. Mr. Hamilton, do you have anything listed for 

Ttah? 

Mr. Hamitron. No, the good people of Utah seem to be able to 
handle their own situation. 

Mr. Srrincrettow. How do you account for that? We have one 
of the greatest defense impacts in the United States, polutionwise. 

Mr. Hamitron. I would say in the first place that Utah local 
government is in a more favorable situation than local government in 
other States. 

Mr. SvrinGreLLow. | agree with you a hundred percent. 

Mr. Hirsranp. You mean to say they are not incompetent? 

Mr. Srrincrettow. We grew up in the habit of paying our own 
way. 

Mr. Hays. I am interested in your statement that you had its 
greatest impact. 

Mr. StRINGFELLOW. In comparison to polution. 

Mr. Hays. How many people? 

Mr. SrrinGrettow. Double. In the area that I am concerned 
about. A town which was originally 30,000 is now 70,000. 

Mr. Hays. In this little Pike County, in my district, they are not 
going to double the polution, they are going to increase it 10 times. 
And I am not talking about suburbs. There are no suburbs there. 
It is practically a wilderness. There might have been 20,000 people 
in the whole county and they are going to have 10 times that while 
building that plan. 

Mr. Rains. Your statement a while ago was that $25 million in 
round figures was the contribution on the projects that had gone 
through. How much was contributed by the municipalities? 

Mr. Hamitron. Well, a total Federal contribution of about $28 
million, matched by $33 million in local government funds. You see 
we have many situations, as Mr. Mumma’s question brought out, 
where local government is putting up more money than the Federal 
Government for the same project. 

Mr. Ratns. As I understood you a moment ago, you said the local 
governments contribute on the percentage by which their local resi- 
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dents would benefit, and the Federal Government would contribute 
only to take care of that percentage which the Federal Government 
brought in; is that correct? 

_ Mr. Hamiuron. That is correct, and we would want it no other way, 
sir. 
Mr. Rarns. I think you have made a good statement. I can’t 
understand why the local governments should have to pay for the 
defense facilities to take care of the people in those establishments. 

I have one adjacent to me at Anniston. It just so happens that 
Auniston has all these facilities, but in certain other ones, like the one 
in Montgomery, which I know about, there is a very serious situation, 
and I think that is true throughout the country. I think you have 
made a good statement, Mr. Hamilton. 

Mr. Brown. Dr. Talle has come in since you referred to his State. 
Perhaps you can explain it to him. 

Mr. Hamitrox. Dr. Talle doesn’t need me to explain to him the 
matter of taxation by local governments. He is a student of the 
subject and knows much more than I do about it. 

Mr. Tatie. Thank you very much, Mr. Hamilton. 

Mr. Hiestranp. That list that you had, how much does that amount 
to in Federal funds requested? 

Mr. Haminron. Federal funds requested, grant funds, $70 million, 
and in loans $3 million, roughly. 

Mr. Hisstanp. Seventy million dollars, and that will be pretty 
much matched by local money? 

Mr. Hamiuron. Yes, sir. 

I might point out that this isan unevaluated list. There is certainly 
going to be some sifting. Some of these projects, very frankly, are not 
worthy of Federal aid, and we would not ask you to aid those projects 
which are not worthy. So I can’t say that this is a firm list. 

Mr. Mr. Chairman. 

Mr. (presiding). Mr. Merrill. 

Mr. Merrity. You say this list includes all of the communities 
that would probably come in for aid if this bill is extended a year? 

Mr. Hamintron. Not all. Just the ones we would know about 
through our association work. 

For instance, there is a group to follow me from an unincorporated 
area outside of Dayton, Ohio. As an unincorporated area they have 
no access to our organization. We don’t know anything about their 
project. I don’t know whether it is worthy or not. We presume that 
it is. 

But you see we would have no way of knowing about that project 
at all. And the same with this Piketon area. We just don’t know 
about them all. 

Mr. Merrini. You simply want us to provide funds to take care 
of people who are brought into a community because of the sudden 
expansion of tax-free Government or atomic energy industry? 

Mr. Hamiiron. As well as military camps, ves, sir. 

Mr. Merritt. Now I know that in Paducah they have a terrible 
situation, and I think in Hopkinsville they do also. But there are not 
too many of those places. You have just about listed everybody, 
have you not? 

Mr. Hamitron. No; I don’t think we have listed everyone, Mr. 
Merrill. Even assuming for a moment that you are correct, there are 
207 applications still to be acted upon, and on that subjeet—I know 
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what is in your mind, and you don’t want a give-away program, and 
I agree with you. 

Mr. Merrity. I don’t want to be getting into some program that 
provides a lot of nice facilities for suburban developments. 

Mr. Hamiiron. Certainly, and I might say to that, that we would 
agree with you, but the applications coming from the town must prove 
conclusively that there is a defense-connected effort, 1; and 2, that 
the town is fiscally incompetent to provide those services, and | would 
think that those 2 2 safeguards, through the normal processes of review- 
ing applications both in the field and here in the agency in Washington, 
would sift out any dangerous trend toward providing community 
— for some subdevelopment, which we are not in accord with 
either. 

Mr. Merritt. You think $70 million is about what it is going to 
cost us if we extend the law? 

Mr. Haminron. I would say that is the maximum. 

Mr. Merriti. Well, when vou said $70 million, you would include 
the cost of those facilities which are probably already qualified, be- 
cause they have their applications in? 

Mr. Haminron. Yes, sir. My own personal opinion is that this 
total program together, Federal and local funds, would amount to 
about a $100 million program. That is just an off-hand guess. 

Mr. Merrity. Including those already qualified and those which 
could qualify if we extend ‘the law a year? 

Mr. Hamitron. That is my guess; ves, sir. 

Mr. Tatue. We are very vlad to have heard vou, Mr. Hamilton. 

Mr. Deane. Mr. Chairman, I would like to say before Mr. Hamilton 
leaves the chair, that he has a distinguished record in North Carolina 
as the head of the League of Municipalities in that State, and because 
of his leadership, he was elevated to his present post, and L want to 
join with my colleagues here in commending him for his splendid 
statement. 

Mr. Hamitron. Thank vou, Mr. Deane. 

Mr. Oakman. Mr. Chairman, before Mr. Hamilton leaves may I 
ask a question? 

Mr. Mr. Oakman. 

Mr. Oaxan. In that regard, I would like to join with Mr. Deane. 

Mr. Hamilton represents a very splendid organization. The dis- 
tinguished mayor of my home town, the Honorable Albert E. Cobo, 
was president of the organization last year and did very fine work in it. 

You agree, Mr. Hamilton, do vou not, that the expansion of the new 
defense facilities is about completed? 

Mr. Hamitron. Well, I had that opinion until I got down into the 
report of the Department of Commerce, and now I am not certain. 
We may be on the ebb. 

Mr. Oakman. In my district we have a very large tank plant that, 
as of July 1, goes into mothball status. We have a very large jet engine 
plant—a brand new one, and that is going into mothball status. —# 

A lot of these facilities that were built around the country, were 
built on the basis that we needed duplicate facilities. The present 
administration says “All right, we have got these duplicate facilities, 
but we are only going to use them in time of emergency, because we 

can make all we need with one set. of facilities,” and by and large, the 
military has pretty well established its bases as has the AEC. 
What I am driving at is this: If this bill were even continued to 
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January 1, 1954, or December 31, 1953, that would give everybody a 
chance who hasn’t had a chance, as you point out, since last February, 
to get their application in in an orderly fashion. 

Mr. Hamitron. Yes, sir. I would answer that in all fairness, 
Mr. Oakman, in the affirmative. That is true. 
j../The thing that I tried to point out in my testimony was that the 
program is being terminated without any prior notice, and that doesn’t 
seem to us to be right. 

If the Congress in its wisdom decides on January 1, 1954, as a 
termination date, we will support that date, and we will make. every 
effort to get the information to our membership, and let them know 
that this is the cutoff date. But to be faced smack up with a cutoff 
date, without any advance notice, doesn’t give any of the municipal 
officials a chance to do their programing, and I would think that if 
January Ist was in the widsom of the Congress decided upon, that 
would be a fair cutoff date. 

Mr. Oaxman. And your association has the further complaint 
that actually, and from a practical standpoint, that the program 
ended before the Congress terminated it? 

Mr. Hamitron. That is right, it ended last February and I might 
point out that that question was asked of the Administrator by the 
Senate Committee, following my testimony, and I won't read the 
long letter of the Administrator replying to it, but he had a three- 
word sentence, after he built up the point, and said ‘This is true.”’ 

And that was the point he made. But that is quite true. 

He drew another conclusion, in all fairness to the Administrator, 
I should say. But he admitted that for the practical purposes of 
which we are speaking, the program terminated as of last February 
and March. 

Mr. Tatur. Thank vou very much for vour testimony, and you are 
leaving the committee with a very fine recommendation for yourself 
and your organization. 

Mr. Hamitron. Thank you, Dr. Talle. 

Mr. Taye. I think I should say to the committee that there are six 
more witnesses and the committee would like to hear allofthem.  Isee 
that we are restricted by time. We would like to divide that time as 
fairly as possible among the remaining witnesses. It would be ap- 
prec iated if the witnesses would try to restrict themselves to 12 
minutes each and I will ask Mr. Fink to keep time and raise his hand 
as a signal to me and the rest of us. 

We would like to have everybody heard and this is the last oppor- 
tunity, so I trust everybody will cooperate. 

The next witness is Mr. Alvin F. Chapman, president, W tightview 
Civic Association. 

I may say, Mr. Chapman, that you may have the right to include 
in the hearings such reasonable quantity of material as you may not 
have time to cover in your oral testimony. 


STATEMENT OF ALVIN F. CHAPMAN, PRESIDENT, WRIGHTVIEW 
CIVIC ASSOCIATION 


Mr. Cuapman. Twelve minutes isn’t much time to present some- 
thing that has taken 13 years to come about. 

Mr. Chairman, members of the committee, I am Alvin E, Chapman, 
from Green County, Ohio. 
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Mr. Parman. May I suggest, Mr. Chairman, since the witness 
doesn’t feel that he has sufficient time, that he disregard his manu- 
script, and just impress the points that he would like to impress on the 
committee, and then if the time is not sufficient, I am sure the chairman 
will be glad to let him have further time. 

Mr. Tatue. Yes, indeed; the witness may proceed in that manner, 

Mr. CHapman. I am here in regard to the same amendment to 
the bill that the gentlemen so ably spoke about who appeared be- 
fore me. 

I represent 5,000 people from one of the forgotten communities 
of the State of Ohio. This area is called Wrightview, Ohio, and is an 
unincorporated area immediately adjacent to one of the largest Air 
Force installations in the world, Wright-Patterson Air Force Base. 

Wrightview is bounded on the north by a farm which separates 
us from Fairbourne, Ohio, a community of 10,000 people. This 
farm is 2,700 feet. That is how much it is between Wrightview and 
Fairbourne City proper. 

But this 2.700 feet serves the purpose of Fairbourne, because we 
can not petition them for annexation. So we are out. According to 
the State code of Ohio, you cannot annex territory unless it is 
contiguous. 

So that leaves us out on that point. 

We are also about 1,000 feet from Wright-Patterson Air Force 
Base. 

We are approximately 6 miles northeast of the city of Dayten, 
Ohio. Our community has no sanitary facilities. 

Mr. Brown. What is the population of vour city? 

Mr. CHapMaAN. 5,000. 

In other words, we have no community facilities. 

Mr. Deane. Is your town incorporated? Whom do you represent? 
Did your community come together and authorize you to come and 
make a statement? 

Mir. CHApMAN. Yes, sir; it is not incorporated, Mr. Congressman. 

Mr. Hays. Your people are mostly employed at Wright-Patterson, 
I suppose? 

Mr. Cuapman. That is correct. 

Mr. Hays. And if this were extended, you would have an oppor- 
tunity to apply for some funds to put in some facilities? 

Mr. CHapman. That is correct. 

Mr. Mumma. Is this a real-estate development? One big real- 
estate development? 

Mr. Cuapman. Yes, sir, this development was developed in 1926, 
by the International Development Co., and it lay idle until 1940, 
when Wright-Patterson began to expand, and it immediately started 
increasing overnight. ‘This has continued up to the present day. 

Mr. Mumma. Were most of the houses built by one company, the 
International Development Co.? 

Mr. CuapmMan. No; they were built by private individuals. I will 
give vou an idea here, briefly—-I get very emotional when | speak 
about this subject. Our community, in 1945, had a population of 100. 
Because of the war, this area was the ideal location for a defense- 
housing project. Wright-Patterson started growing in 1940, and this 
area started growing with it. 
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The Air Force officials took no immediate concern of the area, 
because they had more important things to do, and they calculated 
that the people would return to their respective States after the 
emergency. But they were definitely wrong. These people tasted 
the red whisky and white bread and they didn’t want to go back to 
white whisky and cornbread. So they stayed on. 

Some of them staved on at the airbase, and some of the others took 
employment in highly industrialized city of Dayton. 

The Air Force officials then began to realize that the war had 
created a major problem, which would be hard to solve. They 
immediately started thinking of condemnation proceedings, or any 
other legal methods to remove the blight from the immediate vicinity 
of the beautiful airbase. But they ran into several obstacles. The 
residents of the undesirable areas, having tasted the forbidden fruit, 
proceeded to tell their relatives about the luxuries, and they in turn 
told their friends and neighbors, and consequently, the area continued 
to grow and grow in population. 

The conditions grew worse, and the Air Foree generals were moving 
like June bugs in a hailstorm trying to correct the situation. 

However, the Air Materiel Command just couldn’t find the time 
to persuade enforcement of health and sanitation by the proper 
authorities, and also find time to procure supplies for the Air Force. 

Periodically the Air Force officials would jolt the county officials 
for enforcement of regulations, and they would obtain rosy promises 
of correction, which would pacify them fora time. But the promises 
were somehow not fuliilled, and the conditions continued to grow 
worse. 

In the case of sanitary conditions especially, but some of the people 
having a desire to better their living conditions, proceeded to raze 
their cracker-box houses and install and construct better houses and 
facilities. 

This continued until the start of the Korean situation, when another 
influx—— 

Mr. O’Brien. Do you mean the people started to pour in after the 
Korean incident? 

Mr. Hays. Each individual area has to have some water, and 
whatever sewage disposal; is that correct? 

Mr. Cuarman. That is right. 

Mr. Hays. And you say this is a thousand feet from Wright- 
Patterson Airbase? 

Mr. CuapMan. Yes, sir. 

Mr. Mumma. Do they have septic tanks or cesspools? 

Mr. Cuapman. They have both. 

Mr. Mumma. What type of soil is it; clay soil? 

Mr. Cuapman. There is 18 inches of topsoil. 

Mr. Hays. Under the Ohio law, am I right, that as a township or 
an unincorporated area, they could go ahead and apply for funds and 
raise funds on their own, as part of a township? I mean if they could 
get a Federal grant, they could mateh it; isn’t there provision under 
the Ohio law for them to match it, through your township officials? 

Mr. CuapMan. No, sir. The only provision in the law is that the 
county can establish a sanitary district. 

Mr. Hays. Yes. 


| 
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Mr. Cuapman. Or the community can be incorporated. Well, less 
than a month ago, we tried for incorporation. 

Mr. Hays. Is that application still pending or has it been acted 
upon? 

Mr. CuapmMan. It was taken to a vote, and we were defeated 2 to J. 

Mr. Hays. I see. So your only alternative would be a sanitary 
district under your county? 

Mr. Cuapman. No; there is another out. The code also provides 
that a community may petition the county commissioners for an incor- 
poration, providing that the land is allocated into lots and does not 
include the territory of any city or county infirmary, and if vou peti- 
tion the county commissioners, they will in turn grant the prayer of 
the petition if it seems right, and there is no vote on it. 

Mr. Hays. Yes; I had forgotten about that. [used to be a county 
commissioner and acted on one like that myself. 

Mr. Cuapman. Well, that is what we are going to do, but if vou 
gentlemen will realize, our property valuation, that is, the assessed 
valuation of our property, is equal only to a million and a quarter 
dollars. We have 5to6 thousand population. Fairbourne has 10,000, 
and their assessed valuation is $13,000,000. 

No bonding company would come in there and issue mortgage- 
revenue bonds for us. 

Mr. Hays. Yes; you have that problem, all right. J see it. And 
this committee does. But you probably could solve it if you had 
some assistance. I mean you could get part of your program bonded. 
You couldn’t get the whole amount, undoubtedly, but you could get 
a portion of it. 

Mr. Cuapman. As the situation stands, $40,000 is just about the 
maximum we could obtain, and we already have that. We went out 
and schemed and did everything we could to get our streets black- 
topped and we are in debt now $40,000. 

Mr. Berts. Sorry, I wasn’t up here when you began to testify. 
You are from near Dayton. Is it a municipality or a township? 

Mr. CHapman. We are part of the township, an unincorporated 
section of the township, in Green County, Ohio. 

Mr. Hays. It is right opposite Wright-Patterson Field. 

Mr. Berrs. What has been the immigration caused by defense 
activities? 

Mr. CuapmMan. There were 100 there in 1940. And now there are 
5 to 6 thousand people there. 

Mr. Berrs. And what is the problem—sewage? 

Mr. CHAPMAN. Sewage and water. 

Mr. Berrs. Sewage and water particularly? 

Mr. CuapMan. Yes. 

Mr. Berrs. What was the petition you were talking about that 
you presented to the commissioners? 

Mr. CHapmMan. We didn’t present a petition. There are two 
ways to obtain incorporation in the State of Ohio. One is to petition 
the township trustees. The township trustees would study the peti- 
tion and then they would petition the board of elections to set up an 
election. We did that. We went through all the necessary legal 
procedures to form an incorporation by a vote, and we made every 
effort to get the people registered. There were approximately 550 
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people registered in the area when we brought this up, and by every 
means possible we took them out and got them registered. So 
we had a total registration of around 900 to a thousand. 

Well, the attorney for the election board, who is a very shrewd 
gentleman, I must admit, gave us only one polling place, and 819 
people voted between 6:30 in the morning and 6:30 in the evening, 
and most of our people didn’t get in to vote, and the opposition took 
the renters and the no-goods from the area, got them registered, 
and they came out of those woods like flies and voted us down, 2 
tol. Simply because they don’t want it. 

Mr. Hays. That is an outrageous situation if you only had 1 polling 
booth, because that is contrary to Ohio law, which is not more than 
500 to 1 polling booth. 

Mr. Cuapman. There were 3 times as many people who voted in 
that election as voted in all 3 precincts in the presidential election. 

Mr. Bervrs. Is there a legal question here as to whether or not 
grants, in a bill like this, can help a village, or must it be an incorpor- 
ated municipality? 

Mr. Cuapman. That doesn’t apply. The area is entitled to the 
grant. 

Mr. Berts. Regardless of whether it is incorporated or not? 

Mr. CuapMan. That is right. That makes no difference. 

What we are faced with is that we have no money to put up. 
Ours would have to be an outright grant. 

Mr. Taute. Mr. Chapman, I know that every member of the 
committee appreciates your deep interest in this matter. You have 
presented the problem effectively, and you have two very able Mem- 
bers of Congress from your State on this committee, Mr. Hays and 
Mr. Betts, who will, I know, cooperate with you. 

Mr. Cuapman. Would you give me just a couple of minutes and 
let me sum up here, and I will try to get through. 

Mr. Taute. I have my instructions and I am trying to be fair to 
the other witnesses. I am going to assume that they will be satisfied 
if you have 2 more minutes. 

Mr. Hays. I also ask that Mr. Chapman have an opportunity to 
file a written statement at a later date. 

Mr. Tate. I stated that he might do that at the outset. 

Mr. Cuapman. I didn’t intend to prepare a written statement. I 
intended to just tell you this off the cuff, but lam so deeply concerned 
that— — 

Mr. Hayes. I thought perhaps that after you read the transeript 
of what you said here you might want to supplement it and you have 
the opportunity to do that if you want to. 

Mr. Cuapman. I will be glad to. 

While I am reading the rest of this, I have a letter from the Air 
Force officials and some photographs that | would like for you gentle- 
men to pass around. 

Mr. Berrs. Why not make those a part of the record, Mr. Chair- 
man? 

Mr. Tauie. Mr. Betts, we can’t include photographs. We haven't 
the facilities. But letters, certainly, and without objection they will 
be included in the record. 

(The prepared statement of Mr. Chapman is as follows:) 
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STaTeMENT oF ALyIn L. CHAPMAN, PRESIDENT OF WricutvieEW Cryic Associa- 
TION, GREENE County, Onto 


Mr. Chairman and members of the committee, I am Alvin L. Chapman from 
Greene County, Ohio. It is indeed a pleasure to be granted the privilege of 
appearing before this committee. I wish to thank the Hon. Clarence J. Brown, 
Congressman from the Seventh Ohio District and his able staff as well as the 
committee for this privilege. 

I am here to pray that you amend section 104 of H. R. 5667 which relates to 
community facilities. Gentlemen, I represent five to six thousand people from 
one of the forgotten communities in the State of Ohio. This area is called 
Wrightview, Ohio, an unincorporated area immediately adjacent to one of the 
largest Air Force installations in the world, Wright-Patterson Air Force Base. 
Wrightview is bounded on the north by a farm. This farm separates us from 
Fairborn, Ohio, by a width of 2,700 feet but that 2,700 feet has practically ruined 
our community. In accordance with the State code of Ohio 2 areas must be 
contiguous to combine and form 1 separate community. Of course, Fairborn 
doesn't want our community annexed to their city of 10,000 and that 2,700-foot 
strip of land prevents us from petitioning them for annexation. 

We are bounded on the west by Wright-Patterson Air Force Base. There is 
approximately 1,000 feet between the boundary of Wright-Patterson Air Force 
Base and our community. We are approximately 6 miles northeast of the city 
of Dayton, Ohio. 

We have no community facilities to which an area such as ours is entitled— 
no sanitary facilities, no street lights, no sidewalks, no police protection, and 
inadequate fire protection. 

To pass the House bill H. R. 5667 in its present form is to put the stamp of 
doom on our community. To give you an idea of why our community is entitled 
to aid I will tell you briefly how our community was formed. 

Our community in 1940 had a population of 100 but because of the great war 
this area was the ideal location for a defense housing community. Wright- 
Patterson Air Force Base started in 1940 and this area started growing with it. 
The Air Force officials took no immediate concern with the area because they had 
more important things to do. They calculated that the people would return to 
their respective States after the war, and they could take the area into WPAFB 
if they wished. But they were definitely wrong in this respect. These hillbillies 
had tasted red whisky and white bread and they didn’t intend to go back to 
white whisky and cornbread. Some of them stayed on at the air base and others 
found employment in the highly industrialized city of Dayton. 

The Air Force officials then began to realize that the war had created a major 
problem which would really be hard to solve. They immediately started think- 
ing of condemnation proceedings or any other legal methods to remove this 
blight from the immediate vicinity of the beautiful air base, but they ran into 
several obstacles. The residents of the undesirable area, having tasted the 
forbidden fruit, proceeded to tell their relatives about their luxuries; they in turn 
told their friends and neighbors; and consequently the area continued to grow. 
As it grew in population the conditions grew worse and the Air Force generals 
were moving like June bugs in a hailstorm trying to correct the situation. How- 
ever, the Air Materiel Command just couldn’t find the time to persuade enforce- 
ment of health and sanitation by the proper authorities and procure supplies 
for the Air Force. 

Periodically the Air Force officials would jolt the county officials for enforce- 
ment of regulations and they would obtain rosy promises of correction which 
would pacify them for a time; but the promises were somehow not fulfilled. 

The conditions continued to grow worse in the case of sanitary conditions, but 
some of the people having a desire to better their living conditions proceeded to 
raze their crackerbox houses and construct better houses. This continued until 
the start of the Korean situation when another influx of Government workers 
began to migrate into the community. The community now numbers approxi- 
mately five to six thousand persons. 

This once beautiful fair land has now become a “‘stink hole.”” The concentra 
tion of 5,000 people on 2 square miles is a population density equal to Los Angeles, 
Calif. The septic tanks and wells are so congested that the ground has become 
ang to the extent that there is a continuous stench during the summer months. 

Yo lot in the community is more than 50 by 125 feet. Therefore, it is impossible 
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to drill a well and install a septic tank on this small area and abide by 
States Public Health Service regulations. Consequently, we are hazardous 
situation as far as health is concerned. In addition, the ground is not of the 
proper type to absorb tle septic-tank effluence because the soil is constructed of an 
8-inch cover of topsoil! and a subsoil of hard red clay which forces the septic-tank 
effluence onto the top of the ground and into the road ditches. The land slopes 
toward the airbase, and the efHuence finally finds its way into the airbase through 
the county ditches, thus not only endangering the health of the residents of the 
community but also the 25,000 Goveri:ment workers employed by the airbase. 
Skyway Government housing project, which houses military personnel and Gev- 
ernment workers, their wives and children, is immediately adjacent to this area: 
and, although they have sanitary sewage and water facilities, they receive the 
sewage drain from the critical area through the drain ditches. 
directly by the Skyway school. 

We have exceeded our debt limit for the next 5 vears due to the fact that we 
have just completed surfacing project on our roads. Therefore, we have no 
funds available for construction of public water supply and sanitary facilities. 
We must, therefore, have aid. To pass H. R. 5667 in its present form would be 
disastrous to our community. Therefore, we pray that vou will amend H. R. 
5667 to read as follows: 

“Section 104 of the Defense Housing and Community Faeilities and Service 
Act of 1951, as amended, is hereby amended to read as follows: 

“Sec. 104. After June 30, 1953, construction of community facilities by the 
United States may be begun under title Ill of this Act and agreement may be 
made to extend assistance for the provision of additional community facilities 
or services under that title which are filed prior to June 30, 1954.” 

Thank you, gentlemen. 


the United 


This ditch flows 


STATEMENT OF Dr. Gorpon UV. Savage, Greexe 
SIONER, 


Commi-- 


There is no question but what pubtie weter-suppiy and sewage-disposal system 
would be the solution to many of the sanitary problems of Wright View Heights. 


We, therefore, are requesting financing of these facilities for the following reasons: 
1. This is a critical defense area. 
2. Probably 50 percent of the people living in Wright View Heights are military 
ersonnel or civil-service emplovees. Many others work in 
industries. 
3. Wright View Heights is adjacent to Wright Patterson Air Force Base and the 
Air Materiel Comman 
4. Congesticn cf population, Five to six thousand persons living in this area. 
5. Lots are too small for private woter-supply and sv 


defense or related 


vace-disposal system. 
6. Provide for disposa! of waste water and septic-tank effluent. 

7. Provide public water supply instead of private water supplies with the possi- 
bility of contamination 


Mr. Cuapman. I have here a letter. 

Mr. Hays. That can be included in the record. 

Mr. Cuarman. This is from the base surgeon of Wright-Patterson 
Air Force Base. {Reading:] 


This office has just completed a survey of the housing area adjacent to the 
Skyway Government Reservation. 


I might add that this reservation was constructed during World 
War II, to accommodate military personnel who were stationed at 
Wright-Patterson Air Force Base. [Continues reading:] 


The conditions there were such that they merited the attention of the surgeon 
of the base. The area comes under the jurisdiction of Greene County. However, 
there are military personnel immediately adjacent to the area, both in the Skyway 
housing project and on privately owned property. 

It is the opinion of this office that the conditions cited below constitute a very 
real hazard to military personnel in the vicinity and should be brought to the 
attention of the United States Public Health Service, as cited in Air Force Reg- 
ulation 160-61. 
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And in this last paragraph it says: 

In the interest of preventing a future possible epidemic, this office recommends 
that the base surgeon bring this matter to the attention of the commanding gen- 
eral of Wright-Patterson Air Force Base. 

I would like for the committee to look at that letter and those 
photographs. 

Mr. Tauie. Without objection, the letter will be incorporated in 
the hearings and the photographs may be passed around for the 
members to examine. 

We appreciate your testimony very much, Mr. Chapman. 

Mr. Cuapman. I have just a few more things here, and then I will 
go back and sit down. 

Mr. Mumma. The committee is sympathetic. You may talk your- 
self in and out. 

Mr. Taye. All I ask is that you be kind to the other five witnesses 
who have not been heard. 

Mr. Cuapman. I would just like to say a couple more things if you 
would allow me that one thing. 

I appreciate it. 

Mr. Tatue. Well, it is not within my discretion. Whatever addi- 
tional time is taken is taken from other people. 

Mr. Cuapman. It will take approximately 1 minute. 

Mr. Very good. 

Mr. Cuapman. This beautiful farmland, which it was when the 
place was started, has become a stink hole. The concentration of 
5,000 people on 2 square miles is a pollution density equal to the den- 
sity of Los Angeles, Calif. 

The septic tanks and wells are so congested that the ground has 
become polluted to the extent that there is a continuous stench dur- 
ing the summer months. 

No lot in the community is more than 50 by 125 feet. Therefore, 
it is impossible to drill a well and install a septic tank on the small 
area and abide by the United States Public Health Service regulations. 
in aa we are in a hazardous situation as far as health is con- 
cerned, 

On top of all this the ground is not of the proper type to absorb a 
septic tank effluent, because the soil is constituted of an 8-inch cover 
of topsoil and has subsoil of hard red clay which forces the septic 
tank effluent on top of the ground and into the road ditches. 

This not only endangers the health of the residents of the community 
but also the 25,000 workers employed by the airbase. 

The Skyway Government Housing project, which houses military 
personnel and Government workers and their wives and children, is 
immediately adjacent to this area; and, although they have a sanitary 
sewage and water facilities, they receive the sewage drain from the 
critical area through the drain ditches. This flows directly by the 
Skyway school. 

Mr. Tatie. Thank you very much, Mr. Chapman. 

Congressman Corbett and Eberharter, who are very much interested 
in the Belmar Gardens cooperative project in Pittsburgh and have 
introduced bills on the subject, have a joint statement they desire 
to make in respect to the project about which Mr. Brafman is about 
to testify. They were unable to be present at today’s hearing and 
desire their statement to be made a part of the record at this point. 
Without objection, it will be so included. 
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JOINT STATEMENT PRESENTED BY Hon. Ropert J. Corsperr anp Hon. HERMAN 
P. EBERHARTER, MEMBERS OF CONGRESS FROM THE STATE OF PENNSYLVANIA 


Mr. Chairman and gentlemen of the committee, we respectfully urge that the 
substance of H. R. 5500 be made a part of H. R. 5667 which you currently have 
under consideration. It is our sincere belief that by making such mortgage funds 
available a considerable number of homes would be built which otherwise could 
not be built. 

Our immediate interest in the passage of such legislation is occasioned by a 
proposed project in Pittsburgh, Pa., which serves as an excellent example of what 
could happen many places if the provisions of H. R. 5500 became law. 

Belmar Gardens, Inc., of Pittsburgh seeks to construct a FHA cooperative 
housing development under section 213 of the 1950 Housing Aet. The plans 
call for 118 housing units. All the units have been subscribed for by middle- 
income Negroes. ‘The Pittsburgh newspapers and many civie groups have 
enthusiastically endorsed the project. The planning stage has been concluded 
and the FHA on April 21, 19538, issued a mortgage commitment for $1,212,900. 
However, no construction work has started because mortgage funds have not been 
obtainable despite persistent efforts. 

Belmar Gardens as contemplated would be an excellent development and 
would serve as a splendid example for other groups who are willing to help them- 
selves defeat the housing shortage by similar cooperative effort. It is estimated 
that with the completion of Belmar Gardens the Negroes of Pittsburgh will have 
created almost twice as much housing for themselves as has been erected in the 
past 18 vears. 

In 1950, when other section 213 housing developments could not obtain mort- 
gage financing, Congress enacted Public Law 243 (82d Cong., ch. 642, Ist sess., 
H. R. 5745), entitled, “An Act to permit the Federal National Mortgage Asso- 
ciation to make commitment to purchase certain mortgages.’’ This act had 
made mortgage money available for section 213 housing developments, which 
were then in imminent danger of collapse. This act created a fund of $30 million. 
$12,500,000 was used. A balance of $17,500,000 is still undisbursed, but cannot 
be used because the act was limited to section 213’s then in existence. This 
act should be revitalized at least to the extent of its undisbursed balance. This 
would be fair, equitable, and just. No greater burden would be imposed than 
the act originally envisaged; no appropriation is requested, nor is any further 
enlargement of that act sought. 

We appreciate this opportunity to convey our thoughts to you and we trust 
that some favorable action will be regarded as wise and proper. 

Thank you. 

Sincerely yours, 
Rornert J. Correrr, M. C. 
HerRMAN P. Epernarter, M. C. 


Mr. Tatute. The next witness is Mr. William Brafman: 


STATEMENT OF WILLIAM BRAFMAN, BELMAR GARDENS, 
PITTSBURGH, PA. 


Mr. Brarman. Mr. Chairman, I will try to stay within your time 
limit, and I doubt whether I will exceed it. 

I will just change the method of my presentation. 

I am William Brafman, of New York City. I am a lawyer, a 
builder, and a sponsor of section 213 cooperative housing. 

I built a project in New York City under that section. I was asked 
to come to Pittsburgh and set up another cooperative housing in the 
city of Pittsburgh, and by virtue of that endeavor Belmar Gardens 
was incorporated. 

Belmar Gardens at Pittsburgh is organized under the laws of 
Pennsylvania having for its sole purpose the erection of FHA co- 
operative housing under section 213 of the 1950 Housing Act, for its 
118 members. 


162 HOUSING AMENDMENTS OF 1953 


The members of Belmar Gardens are all Negroes, although they 
are not limited to any particular group. Belmar Gardens consists of 
100 5-room houses, and 18 3-bedroom houses. The houses are row- 
type, 6 to 8 in a row, and to all intents and purposes are separated 
houses, having individual heating systems, garages, and basements, 

The monthly carrying charge will be approximately $70 per month 
for the 2-bedroom houses, and $90 for the 6-room houses. Each 
occupant pays for his own personal utilities. 

From its inception this undertaking has received the complete 
approval and support of all civic bodies and newspapers in Pittsburgh. 
This, I believe, will startle most of the members. Since the year 1935 
about 100,000 housing units, FHA, GI, and conventional, have been 
built in Greater Pittsburgh area. Of all of this only about 65 have 
been made available to Negroes in that city. At the present time 
most of the Negroes live in substandard condemned buildings, in 
furnished flats and rooms, and such other quarters as they are able to 
find. Most of them live in the locality known as the Hill, which area 
is to be razed by the city of Pittsburgh in accordance with its rede- 
velopment plan. 

In view of all of the above some means was sought to provide the 
middle-income Negro with an opportunity to create suitable housing 
for himself. The solution to this problem is found in section 213 of 
the National Housing Act. This bill was enacted for the specific 
purpose of offering to the middle-income group an opportunity of 
acquiring good housing within its income. 

Because of its income, this middle-income group could not qualify 
for low-cost housing, nor could it afford to pay the high rental required 
in new construction. 

The success of section 213 developments in urban areas needs no 
elaboration here. It has afforded the middle-income group with its 
first opportunity to provide decent housing for itself without subsidy 
from the Government. 

Since private capital is not building any housing for Negroes, the 
Negro must build for himself. Section 213 is his only hope. 

Several cooperative houses have been erected by Negroes in various 
cities and are now successfully owned and occupied by them. 

Against this background of dire necessity for housing the Pittsburgh 
Courier, having the largest Negro circulation in the United States, 
supported Belmar Gardens. FHA issued its mortgage commitments 
for $1,212,000. 

All that is needed is mortgage financing and this to date has been 
unobtainable. A similar situation arose in 1950 when other section 
213 housing developers could not obtain financing. 

Congress enacted a law, H. R. 5745, to permit the Federal National 
Mortgage Association to make commitments to purchase certain 
mortgages. This act had as its sole purpose the making available of 
mortgage money for section 213 housing developments which were 
then in imminent danger of collapse. This created a fund of $30 
million with a limitation of $314 million per State. 

Under this act 16 section 213’s were accommodated. Out of the 16, 
1 was the minority, as I said before, in Jamaica. N. Y. 

To the extent of $124 million, in 9 States, California, Oklahoma, 
Georgia, Florida, Illinois, Michigan, Arkansas, and New York, 
Alabama, $17,500,000 is still undispersed. 
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I have a letter which I asked for from Frank S. Horn, assistant to 
the Administrator of the Housing and Home Finance Agency, in 
which he says: 

In response to your request over the telephone I raised with Mr. J. Stanley 
Bauman, President of the Federal National Mortgage Association, the question 
involving FNMA takeouts for 213 cooperatives. You are correct, that the 
original authorization allowed FNMA to issue commitments up to the amount 
of $30 million on cooperatives, which FHA has declared eligible prior to the 
cutoff date in 1951. 

You are also correct that authorizations up to the amount of $12,500,000 of 
the $30 million were committed. This would mean in theory that commitments 
up to the amount of $17,500,000 of the original authorization were not used. 

Mr. Bauman indicates, however, that FN MA has no authority to issue com- 
mitments against the $17,500,000 except for projects declared eligible by FHA 
prior to the cutoff date in January 1951. 

Mr. Hays. Mr. Brafman, may I interject there? What you are 
asking is simply an extension of this section 215? 

Mr. Brarman. Correct. 

Mr. Hays. | think the committee would be very much interested 
to know that you are not asking for any new money. 

Mr. Brarman. Not a penny more. 

Mr. Hays. All you are asking is that this unencumbered balance 
be made available for these projects which have authorization, but 
which vou can’t sell in the open market? 

Mr. BrarMan. Correct, sir. 

Mr. Hays. It won’t cost the Government another nickel? 

Mr. Brarman. Not a penny. And may I also, Mr. Hays, say 
this: That the Senate committee has amended this act, and I have 
a copy of the clean bill this morning. It amended the act simply 
by eliminating the cutoff date, which was 1951, and changing the 
cutoff date to 1953, so that the unexpended amount of $17,500,000 
will now be available to all those section 213’s who were not able 
to’qualify because of the previous cutoff date. That is all I am 
asking, sir. 

Mr. Hays. I think the committee would also like to know that 
you know of at least one other project for Negroes. 

Mr. BrarMan. I know of two more, sir, in your State. In Cin- 
cinnati, Ohio, there is 1 for 250 families, who have for the last 5 
years been unable to get any builder to come into Cincinnati to 
build these houses because every builder is afraid that if he spends 
his money developing a project, he will be unable to procure mortgage 
financing. 

In fact I have a telegram here which was sent to my office again— 
and this has been coming practically for the last year: 

Cedar Grove Homestead Association annual meeting next Tuesday. TKindlv 
send us reply to our last letter and memorandum for report to membership, 
as to possibility of proceeding with project. 

And I have always kept on telling them, there is no sense in my 
coming to Cincinnati. I cannot procure mortgage money. And 
unless that situation is cleared up—it is the same all over the country. 
Not only Cincinnati. 

Mr. Mumma. Did you ever have any requests from Harrisburg, Pa.? 
Mr. Brarman. Indirectly, through some people I know there. 
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Mr. Mumma. I just had a letter from the Housing Authority the 
other day which said there were over a hundred people of minority 
groups, who have at least $1,400 to pay down on some proposition if 
they can get it. 

Mr. Brarman. Yes, sir. That is exactly the same problem here 
throughout the whole place, that you cannot, for a minority group, sell 
a single section 213 housing, and more than that. In the city of New 
York, close to 50,000 cooperatives have been built and sold and mort- 
gaged, and it took a Fannie Mae takeout for us to be able to just get 
enough mortgage for 118 families for the Merrit Park Gardens in 
Jamaica. 

Mr. Hays. That is a going concern? 

Mr. Brarman. That is a going concern. In faet we broke regula- 
tions by permitting them to enter into the buildings Thanksgiving 
Day, before we even closed with FHA because we were under such 
pressure to let those people into a decent community. 

Further, I invite anyone to come to Merrit Park Gardens and see a 
wonderful community, kept up as no one has ever kept a community 
going. You can’t find a cigarette out on the street. In their gardens 
and grass areas, they have separate places for their playgrounds. 

Mr. O’Brien. Did I understand you correctly to say that these 6- 
room houses rent for $90? 

Mr. BrarmMan. No. 

Mr. O’Brien. Is that excluding utilities? 

Mr. Brarman. Excluding utilities. That is not rent, sir. It 
includes amortization, because their equity goes up every time they 
pay. 

The way this works is that every member of the cooperative owns 
a proportionate share of stock in that corporation and as the money 
pays off, his equity, by virtue of the ownership of the stock of the 
corporation, rises. 

We have had situations in Merrit Park Gardens where, because of 
change of circumstances, people had to move out. They have gotten 
more money than they have put in, because they add onto the sales 
price the value of their equity. So they are not paying rent. It is 
just like an individual homeowner. Except this is the only way it is 
possible for them. 

Mr. Mutrer. $90 is the carrying charge exclusive of utilities? 

Mr. BrarMan, Yes, sir. 

Mr. Oakman. Including taxes? 

Mr. BrarmMan. Taxes, amortization, everything. All they pay for 
is gas, electricity, and water. 

Mr. McDonovucnu. What is the amount that the Belmore Gardens, 
in Pittsburgh, require? 

Mr. BrarMan. $1,112,000. 

Mr. McDonoucu. Do you know of existing projects that have not 
been financed, that are standing status quo? How much will the 
$17,500,000 take care of, all of them? 

Mr. Brarman. Minority or all other kinds? 

Mr. McDonovan. If we don’t make any new starts. Those 
standing now waiting for financing. 

Mr. Brarman. I think the last compilation was $52 million. But 
we are not asking for any further authorization. We are just happy 
to go along with what is left in there, and we can qualify in our State, 
because each State is limited to $315 million. 
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Mr. McDonoueu. | understand. You refer to minority groups; 
you refer to all minority groups, not only Negroes but any other 
nationality? 

Mr. BrarMan. That is right. 

Mr. Oakman. Mr. Brafman, do you feel that it is essential that the 
interest on this financing be permitted to be increased from 4 to 4% 
percent? 

Mr. Brarman. Are you talking generally? 

Mr. Oakman. I am talking about slum clearance and urban 
redevelopment and the co-op financing feature. We have a project 
in Detroit. We have just cleared a hundred-odd acres, right in the 
heart of the city. 

Mr. Brarman. I know that. 

Mr. Oakman. The builder is in there, and he said he can’t move 
because there is a 4-percent limit on the co-op interest rate. How can 
you sell 4-percent paper when all the other paper is 4's percent or 
better? 

Mr. Brarman. Yes; except that you have got two problems there, 
sirs. 

One you have as far as the interest rate, because you can’t sell 4 per- 
cent paper in a market which is going up to 4's percent. 

Secondly, you have greater concern in your debentures in the event 
of default. You have a pretty tough job selling lending institutions 
against a nonnegotiable 20-year 2% debenture as against a bond 
issued by the Government at 3'; percent for 30 years. No institution 
is going to take a chance. That is the reason most of these things 
are sold not only at 98's, but sometimes at 98 flat, because the bank 
somehow absorbs that half-percent service charge as well, on top of 
which they want the 4'4-percent-interest rate. 

Mr. Mutrer. Even though you are not in favor of increasing the 
interest rates, you just can’t help yourself. You are either going to 
pay the higher interest or will get no mortgage money? 

Mr. Brarman. That is correct. 

Mr. Mutrer. Unless we change the statute to permit 4'-percent 
interest, there is no way of obtaining 213 mortgage money? 

Mr. BrarMan. That is right. I am talking about the most favor- 
able mortgage. Forget the minority group. You will never sell even 
the most favorable mortgage competing against the going market 
today of 4% to 5-percent money. Because I also construct and build 
other than minority-group housing. 

The CuatrMan. Mr. Brafman, your time has expired. 

Mr. BrarMan. May I just read the last paragraph that I want to 
get in? 

We respectfully submit that it is of the extremest urgency that the 
aforesaid enabling act be revived and extended so that Belmar Gardens 
may become a reality. 

If this act is quickly passed and construction can commence 
immediately the housing could be ready before the end of the year. 
If the passage is delayed beyond this session of Congress, then con- 
struction could not possibly start until the spring of 1954 and the 
housing will not be ready until the end of next year. 

Moreover, this minority group may disband and despair because 
minority groups everywhere have been so exploited and deceived by 
promises of decent housing that every idea is looked upon with 
suspicion and distrust. 


| 
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If Belmar Gardens is permitted to lapse because of failure to 
procure mortgage financing, then private endeavors to provide 
housing for this group which desperately needs it may be retarded 
indefinitely, and the Government may be compelled to create another 
sort of public housing to take care of those middle-income groups who 
“ois ia out of low-income housing by an arbitrary wage or Income 
evel. 

May I ask the committee, or propose to the committee, the act 
which I wish you would consider, which is the change of Public Law 
243, by merely changing the cutoff date from June 29, 1951, to 
June 29, 1953. 

The CHarrman. The committee will consider it, Mr. Brafman. 

Mr. Brarman. Thank you, Mr. Chairman. 

The CHarrman. Thank you, Mr. Brafman. 

Mr. Bialac is our next witness. 


STATEMENT OF JERRY BIALAC, VICE PRESIDENT, RENTAL 
DEVELOPMENT CORPORATION OF AMERICA 


Mr. Bratac. Sir, I would like to pass around some pictures of the 
type of housing [ am speaking of, although I know they can’t be 
entered into the record. 

Before I begin my statement, there have been quite a few mislead- 
ing statements here on the housing starts, and I would like to clear 
it up a little bit. You cannot possibly—I know the statement was 
made here the other day, that the loans in the first part of this year 
superseded all previous years. This is true, but those loans were 
committed for before the first of the year. 

In the last 2 months, the number of new commitments has fallen 
to below 80 percent. Well they are 80 percent less than they were 
in January and February of this vear. 

The Cuairman. Where did you get those figures? 

Mr. Biaac. Sir, there is absolutely no financing. From all the 
builders that I could contact I have not found one single one that 
can get financing for a new project. I talked to Mr. Boyer, of Los 
Angeles, last night, and he has over $20 million worth of financing 
himself, that he has no chance of getting any loan on. 

Mr. Murer. You mean he has the commitments? 

Mr. Brarac. Yes, sir; he has the commitments but he can’t get 
the mortgage financing. 

There just has been no market at all since the 34% bonds have come 
out. 

Mr. McDonouau. What kind of homes does Mr. Boyer build? 

Mr. Brarac. All types. He built the Lakewood Village. 

Mr. McDonoveu. Individual homes? 

Mr. Bratac. Individual homes, 

The CuarrmMan. You may proceed, Mr.'Bialac. 

Mr. Briatac. Mr. Chairman and members of the committee, I 
deeply appreciate the opportunity to present the case of FHA title 
207 to you, and, realizing the terrific demand on your time, and that 
previous witnesses have already testified on the critical situation of 
= mortgage market, I will confine myself to only the most pertinent 
acts. 
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Together with my father, Samuel G. Bialac, I am engaged in the 

lanning, building, and management of low-medium cost apartments. 
i father has been in the building business for some 14 years and I 
joined him after leaving the Air Corps in 1945. During this time 
we have built thousands of FHA homes and apartments in the South- 
west United States. We have, at this time, with another partner, 
a section 608 project in Los Angeles of 795 one- and two-bedroom 
apartments, ranging in rents from $63.50 to $84.50, under the cor- 
poration name, Union House Plan, Inc. Needless to say, they are 
100 percent occupied. 

Mr. Mumma. What is the stucco over? 

Mr. Brautac. Chicken wire and tar paper. That is the construction 
in California, in the southern part of California. Ninety-five percent 
of it is that type of construction. It is not necessary to have insula- 
tion or any of the other things. 

Mr. O’Brien. What is the heat? 

Mr. Bratac. Gas wall furnaces, 38,000 B. t. u. and 54,000 B. t. u. 

Under the corporate name of Union House Plan, Ine. 

For the last 2 yearsymy father and I have been planning a com- 
munity of 1,500 brick, 2-story, air-conditioned apartments, including 
a shopping center, park, and swimming pool, under section 207, in 
Phoenix, Ariz., patterned after the Los Angeles project. 

We have a commitment from FHA for the first 523 apartments, 
park, and swimming pool, and some of the business section, dated 
January 27, 1953, for the amount of $3,827,400, and we have had 
3 extensions since. 

Through our New York brokers, Hubbard, Westervelt & Mottelay, 
Inc., we have, in the course of the last 414 months submitted the 
commitment for permanent financing to the 43 lending institutions 
listed on the last sheet of this statement, and have resubmitted it to 
each one after the increase in interest from 4 percent to 44 percent. 
The answer in all cases was, ‘“‘Not interested at any price.” 

A false impression of starts in construction has been given, not due 
to the Labor Department statistics, but because of the fact that it 
takes from 2 to 6 months from the time the takeout commitment is 
issued until construction can be started; consequently, all the building 
that has started in the last few months had their long-term commit- 
ment probably before the first of the year. The May—April starts 
noted this month is the first indication of the dangerous times to 
come. 

As you know, section 207 is the only nondefense rental housing 

rogram in existence under FHA today; consequently, it is the only 
th housing available to the general public. The exact same 
apartments built under conventional loans would have to rent at a 
minimum of $125 per month because of higher interest rates, shorter 
loan period, and greater investments. 

The stoppage of the normal flow of apartments by the lack of a 
mortgage market is definitely inflationary; while stopping of credit 
may stop inflation in a great majority of industries, it must be re- 
membered that a place to live is a necessity and not a thing that you 
can take or leave. 

Already in the West and in the South apartments are much more 
scarce. Many projects that have had large vacancy factors are now 
full. Rents will go up. Only recently the healthy process of free 
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competition leveled off the rental market to a point where the public 
could get suitable living accommodations at a reasonable price. It 
will be noted that in the past 2 years while building costs and retail 
sales of houses, in general, have gone up, rental costs have gone down, 

Now because of the lack of apartment construction, there will again 
develop a sellers’ market on apartments and, in a very short time, a 
critical condition will exist. Therefore, to correct this serious situa- 
tion two things must be done. 

(1) An amendment be added to the housing bill now before the 
committee which will make the proper legislative provisions to allow 
FNMA to make prior commitments on section 207, FNMA will have 
to actually buy very few of the permanent loans that it has com- 
mitted for. 

My reason is this: Private lenders will still make the interim, or 
building loan (4% percent interest for 9 to 18 months is still good 
money, even on today’s market), and by the time the buildings are 
built and ready for permanent financing (average | year building time) 
the private lenders will again be in the picture and will pick up per- 
manent financing before FNMA has to. 

There is no need to worry about overbuilding of apartments if 
financing is made available through FNMA, because FHA does not 
issue commitments unless it has determined before hand that there is 
a need for housing in the area and that consideration is economically 
feasible. 

(2) An amendment must be added to the housing bill reducing the 
maturity date debentures under all sections of title IL from 20 years 
to 10 vears. 

As you know, in the case of a default of mortgage, the lenders cannot 
then collect cash from FHA, in satisfaction of their insurance. 

They must accept debentures, which may be compared to bonds, 
In the case of section 207 these debentures yield 2% percent interest and 
have a 20-year maturity. 

Government bonds with this same yield and maturity time are 
selling at the last quotation at 91.14, 8.86 below par. In other words, 
the lenders are asked to accept 91.14 cents on the dollar. Naturally 
this is a big stumbling block to the sale of section 207 on the market. 
All the other titles of the National Housing Act that are active 
now have a maturity date on their debentures of 10 years. This 
includes titles VI, VIII, and TX. It is only fair that title I! be brought 
in line with the rest. 

This, | am sure, would have the support of the FHA and, as for 
the lenders, I spoke to Mr. Samuel E. Neel, general counsel, Mortgage 
Bankers Association, and he informed me that he had made this same 
recommendation before the Senate Banking and Currency Committee 
on June 16, 1953, but because of the shortage of time he was unable 
to make the same recommendation to the House committee when he 
appeared here a few days ago. 

With his permission I have procured a transcript of that portion of 
his testimony which recommends that Congress lower the maturity 
date of debentures under title I]. Because of time I will not read the 
transcript but will submit it for the record. A copy will be found on 
page 6 of this statement. 

At this point let me state that the market conditions are not the 
fault of the lenders. They have the responsibility to their stock- 
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holders and depositors of making the wisest and most profitable 
investments available. Certainly section 207 does not meet these 
requirements. Section 207 must then be put in a position to compete 
equally with other securities on the market. 

In conclusion may I stress the importance of the inclusion of these 
two amendments to the bill now pending. Either one of them at 
this time would at least ease the situation. 

The Cratrmax. We will give consideration to your proposed 
amendments and excerpt of testimony may be inserted without 
objection. 

(The material referred to is as follows:) 


Excerpt From Testimony or Neen, Generan Counsku, 
MorroaGe BANKERS ASSOCIATION 


We would also make a suggestion to you that you consider in terms of this 
FHA legislation the effect on an investor who when an FHA loan oes into default 
today, secures from the FHA a debenture which carries under section 203 a 
term of 3 years longer than the maturity of mortgage and an interest rate of 
2% percent. It is, in effeet, a Government bond. At least it is in competition 
with Government bends. 

There are some large investors today who, according to the best information 
we can get, are reluctant to invest in FHA mortgages, because if the worst hap- 
pens and if they are offered debentures in exchange for their mortgages, the 
debentures they receive will be seiling at substantially less than par on the open 
market. In other words, at 244 percent for a 20-vear debenture, on a 25- to 30- 
year FHA loan, which seils at substantially less than par. 

I think it is worth considering that the FHA does have the authority under 
the present legislation to increase that debenture rate to 3 pereent. 1 under- 
stand they are studying the matter. It would make the morgages more attractive. 

Another method of approach on that, other than the interest rate approach, 
would be to reduce the term of the debentures. You have under other sections 
FHA debentures which have a maturity of 10 years. Those debentures, for 
example, are issued in exchange for closed property under titles VIII ef the 
military housing, and title IX loans. If, for example, in your diseretion, you 
wish to issue debentures under section 203, with shorter maturities than 3 years, 
plus the original maturity of the mortgage—say, 10 or 15 vear debentures—they 
would demand higher prices in the market and you would not have to approach 
it via the interest rate problem. 


InstirutTions TuHar Have Breen Orrerep Bratac Puoenrx Loan 


Metropolitan Life Insurance Co, 

Prudential Insurance Co. of America 

The Equitable Life Assurance Society 

New York Life Insurance Co. 

John Hancock Mutusl Life Insurance Co. 
Northwestern Mutual Life Insurance Co, 
Mutual Life Insurance Co, 

Travelers Insurance Co. 

Aetna Life Insurance Co. 

Massachusetts Mutual Life Insurance Co, 

Penn Mutual Life Insurance Co. 

Mutual Benefit Life Insurance Co. of America 
New England Mutual Life Insurance Co. 

Union Central Life Insurance Co. 

Pacific Mutual Life Insurenee Co. of California 
Connecticut General Life Insurance Co, 

Phoenix Mutual Life Insurance Co. 

National Life & Accident Insurance Co. of Nashville 
National Life Insurance Co. 

Teachers Insurance & Annuity Association 
County Trust Co. 
Manufacturers Trust Co. 
Chemical Bank & Trust Co, 
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Bank of the Manhattan Co. 

Marine Midland Trust Co. of New York 
Bowery Savings Bank 

Philadelphia Savings Fund Society 

Emigrant Industrial Savings Bank 

Dime Savings Bank of Brooklyn 
Williamsburg Savings Bank 

Dollar Savings Bank of the City of New York 
Lincoln Savings Bank of Brooklyn 

Dry Dock Savings Bank 

East River Savings Bank 

East New York Savings Bank 

Central Savings Bank 

Greenwich Savings Bank 

Bank for Savings in the City of New York 
Union Dime Savings Bank 

Harlem Savings Bank 

Seamen’s Bank for Savings in the City of New York 
The Manhattan Savings Bank 

New York State Teacher's Retirement Fund 


The CuarrmMan. Mr. Mumma. 

Mr. Mumma. Are any of these turndowns due to the type of housing 
you are building? 

Mr. Brauac. No, sir. 

Mr. eee It is about the cheapest type of house you can build, 
isn’t it? 

Mr. Brarac. No, sir; comparable apartments are renting for as 
much as $200. 

Mr. Mumma. How long have they have been standing? 

Mr. Bratac. The particular one has been up there 2% years and we 
have a waiting list of 50 people at all times. 

Mr. Mumma. Are these rental projects, or sales? 

Mr. Bravac. Rental projects. On the last sheet, those are the 
lenders that we have asked for financing on this 207 that we have at 
this time. 

Mr. Mumma. It just seems to me that the type of house you are 
building may be responsible for the turndown in a good many in- 
stances. 

Mr. Bratac. One of the reasons is that it is a 207, and 207 has these 
long-term debentures. 

Mr. Mumma. The Government may be wrong, too, on it. What 
I mean is this: In my experience in the building business today with 
green lumber and chicken wire, and cement stucco, you don’t get too 
much. 

Mr. Bravac. If you look at the photographs you have there I think 
you will find that they can compare with any project in the United 
States. 

Mr. Mumma. Well, they are 2% years old. And all the Govern- 
ment is financing these for 2'4 years. 

Mr. Biauac. They are financing for 33 years. 

Mr. Mumma. Well, that makes it worse, in my opinion. 

Mr. Bratac. Well, they will last for over 50 years. They will last 
for a hundred years. Those are well put together. 

Mr. Mumma. That is a very, very broad statement. 
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Mr. McDonovau. Will the gentleman yield? 

Mr. Mumma. Yes. 

Mr. McDonovau. I understand the type of construction you have 
in mind, having lived in Pennsylvania, but having lived a long time 
in California I say this type of construction is acceptable, does meet 
the requirements, and it is not the type of construction that interferes 
with the obtaining of the loan. 

_ , The one thing that occurs to me, Mr. Bialac, is there any hesitation 
on the part of those lending agencies for the fear that you can’t main- 
tain that rental for that period of time? 

Mr. Biauac. Well, the rental is very, very low. 

Mr. McDonovau. It is low at the present time. 

Mr. Bratac. We can reduce that rental. 

Mr. McDonovau. As the building gets older, and as the time 
passes, and as the location may now be very desirable and may not be 
so desirable in the next 10 or 15 years, and things shift awfully fast in 
California, as you know, there is a danger that the rental that you are 
charging would be a question in the mind of the lender. 

Mr. Brauac. No, sir. It is the cheapest thing that is being built 
today—I mean the cheapest rentals today. The standards, however, 
are the highest standards of construction. They by far supersede the 
city requirements, and they are the highest standard of FHA require- 
ments, section 207. Those are the highest possible standards of 
building of any FHA title. As a matter of fact, it is the highest. 

Mr. McDonoueu. I say this, that as far as California is concerned, 
and the Los Angeles area, where you are seeking to build these homes, 
people far prefer this type of construction, this type of housing, over 
the public housing that the Government is financing, which costs the 
Government a lot more money, per unit, than it costs the community. 
And you are paying taxes on your project, and the public housing pays 
an in lieu tax, which is equal to the individual tax. It is not an im- 
position on the average taxpayer, it is an asset to the communitv and 
it is far preferable to public housing. 

Mr. Bratac. That is correct. 

Mr. Merrity. They prefer this to public housing? 

Mr. McDonouau. By a long way. 

Mr. Deane. There is no connection between this and public 
housing. One is built by private enterprise and the other is built by 
the Government. 

Mr. McDonovanu. Of course, but it does take up—it provides a 
housing unit for many people who may be just on the margin of 
entering public housing units. 

Mr. Deane. I don’t see how anybody who can pay $90 a month 
rent can be eligible for public housing. 

Mr. McDonovuau. This is $63. 

Mr. Braxac. It has a private patio, automatic washing machines, 
garage, disposal, oak floors. 

Mr. Deane. It looks like a nice place to me. 

Mr. McDownouau. It is. 

The Cuarman. Mr. Bialac, your time has expired. 

Mr. Biatac. Thank you very much, Mr. Chairman. 

The Cuarrman. We have our distinguished colleague, Mr. Javits, 
who wants 5 minutes, 
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STATEMENT OF HON. JACOB K. JAVITS, A MEMBER OF CONGRESS 
FROM THE STATE OF NEW YORK 


: Mr. Javirs. Mr. Chairman, I shall confine myself to 5 minutes or 
ess. 

I appreciate very much being permitted to break im as I have to be 
on the floor at 12 o'clock. 

Mr. Chairman, I congratulate the committee on considering the 
housing bill at this time; | think it is extremely constructive and in the 
interests of the country, 

{have 5 points, Mr. Chairman, which I would like to mention in 
advance so I am sure I have gotten those in, and then take my 5 
minutes. 

First, I hope very much the committee will give sympathetic 
consideration to the reduction of downpayments on FHA mortgage 
financed housing. ‘The committee in the other body made some dis- 
position of that question. | think it comes down economically to the 
point that we Aaa anticipate the diminution of housing starts 
rather than wait until they are upon us, in view of the urgent import 
tance of housing starts to our country. 

Mr. Deane. Right at that point, I would like to point out that 
the speaker for the National Home Building Association, in response 
to some question asked by one of my colleagues, stated that the lower 
downpayment would not insure any new starts. 

Mr. Javirs. Well, my information from builders around New York 
and New Jersey is to the contrary, and I notice that in the Senate 
testimony there is evidence to the contrary from people who are 
actually building on a large scale. 

Now, apparently the idea seems to be to think of reductions in 
terms of about 50 percent, upon the theory that the normal house costs 
$6,000 or $8,000 before World War IT and is now up to $10,000 or 
$12,000, and the percentage of downpayment used to be about 10 
percent of the actual value, and it is now closer to 2G percent. That is 
my first point, Mr. Chairman. I am not trying to suggest to the 
committee the specific limits, but | just suggest the urgent considera- 
tion of that question. 

The committee has adequate facts and far more detailed information 
than I could give it. 

Mr. Berrs. Are you going to file a statement, Mr. Javits? 

Mr. Javits. Yes, I generally get my testimony and then fill that 
in with tables, and so forth. Senator Ives and I were considering 
putting in a bill. 

Mr. Berrs. Will you touch on the inflationary possibilities? 

Mr. Javirs. My views on this are well known, I think, to most of 
the committee members. I feel that unless you have a glut of hous- 
ing—and I don’t see anv such thing now— housing is a perfectly sound 
investment. To turn dollars into housing is not inflationary, in my 
view. In other words, a currency is inflated when it doesn’t have 
value to back up the amount outstanding in terms of debt, but in our 
situation when you build housing in this market, which is not flim-flam 
housing, as my colleague from Pennsylvania made clear a minute ago, 
and when you don’t have a glut of housing, and certainly in my opinion 
you haven't solved the housing shortage yet, certainly in wide areas of 
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the country vou are not inflating. On the contrary, you are just con- 
verting dollars into useful things, and that doesn’t represent to my 
view, and this is basic economic thinking, inflation. 

Mr. Mutter. At that point, Mr. Javits, even if you were to assume, 
without conceding, that it is inflationary, that is one of the things you 
must take along with it. If you need adequate housing you have got 
to get housing even though it may be slightly inflationary. 

Mr. Javirs. Well, I don’t agree, if my colleague from New York 
will permit me, that it is inflationary. I agree with you, that even if 
it were we should have it, but I don’t agree that it is inflationary. 

The second thing is | would like to strongly endorse this idea of 
helping the cooperatives under section 213. Their troubles have been 
in terms of administration, and so forth, but in terms of getting some- 
where near to middle-income needs, in the big cities, and in terms of 
the dignity of the homeownership, which is tremendously important, 
as it is translated into ownership of an apartment, I think section 213 
is just about 1 of the most desirable things we can do, and I think if 
ought to be greatly encouraged, and I would hope very much that 
the committee would consider not just doing what was done in the 
other body; namely, permitting the unutilized $17,500,000 to be 
utilized, but meeting the full need. I think this is so desirable, and 
it is really the key to a middle-income housing solution. IT would hope 
that you would meet the full need, and even provide a little for the 
future, and that might take, from the estimates which I have heard 
something around $50 million. 

I think it would be very proper, in the interests of the country, to 
permit this kind of project to develop, where they are, than to permit 
it to wither on the vine, because it can’t find mortgage money. 

Thirdly, Mr. Chairman, the bill which was put in by my colleague, 
Senator Ives, to give a little more amplitude in New York to slum- 
clearance problems. That is the bill which has been incorporated 
in the measure recommended by the Senate committee, with regard 
to $35 million additional available in connection with slum-clearance 
projects, where a State has utilized more than two-thirds of the 
10 percent allowable under the $500 million fund. 

I hope the committee will consider that sympathetically. It 
strongly commends itself to me, to our park commissioner, Moses, 
whom most members know is a great authority on city development, 
and who has given a great incentive to the clearance of slums in the 
city of New York. 

Again, it is not inflationary, but a sound investment in making our 
country worth more, even looked at in banking terms, and therefore 
not inflationary. 

Mr. Oaxman. Mr. Javits, would you recommend that the slum- 
clearance and urban-redevelopment phase of the Housing Act of 1949 
be expanded? Under this it must be slum clearance, and then rede- 
veloped with private capital? 

Mr. Javirs. As I understand it, sir, that is the plan now. The 
plan now is for balanced development, with the Government partici- 
pating in actually clearing the land, making the land available, and 
private enterprise carrying the main burden of redevelopment. 

I will say that I don’t want to exclude public housing from that, 
because these slum areas are mainly occupied by low-income families. 
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And it represents a great assurance to them that they are just not 
being thrown out into the cold, cruel world. 

I have a project of my own, which many of you may know about, 
right behind Columbia University, where the only way in which it 
could be done was by joining the private development with the assur- 
ance that they would sh a public housing project. 

This is not in the realm of judgment or opinion. This is the rather 
hard reality of relocating 2,000 or 3,000 families who just don’t feel 
that they are going to be treated fairly unless there is a public housing 
project tied into it. But that depends on other laws and we are not 
discussing that here. 

Mr. Oaxman. I think it is quite important. It is part of the 
whole picture. For instance, we found that about one-third of our 
people needed public housing that were moved out of these slum- 
cleared areas. 

Mr. Javits. Yes, sir. 

Mr. Oaxman. Others bought houses. Others were over income 
and couldn’t qualify. About one-third were entitled to and were 
placed in, public housing. 

Mr. Javirs. Exactly. Then there is another group that comes 
back in to cooperative housing, right in that same slum-cleared area. 
It was what we are having in this Columbia University section, the 
Morningside Manhattan project, an enormous thing. That is what 
is going to happen there. One-third public housing, one-third relo- 
cated, and one-third coming back into what will be cooperative housing 
or private enterprise housing on the same site. 

Two other brief points: One is on section 608, in connection with 
those projects. The tenants in many of them bitterly complain that 
they have nothing to say about rent increases. They can’t even look 
at the landlord’s figures despite the fact that it requires FHA approval. 

I have been in correspondence with the chairman and the Federal 
Housing Commissioner on that subject and I hope very much that 
if it is possible—I realize the limitations of time and how many 
things you can deal with in a bill—the committee will give some 
consideration to at least letting tenants in those projects have a 
look at the figures upon which a landlord claims that he is entitled 
to increase the rents and asks the FHA to approve it, which is required 
under 608. 

| think that is really a loopbole in the law. It is aggravating to 
tenants that thev ein’t even see the figures. 

I don’t expect that you are going to direct that there be a hearing 
and trial, and soon. ‘The mechanies are not there. But at least they 
should have an epporiunity to look at what the landlord claims and 
why, and then if they have a hoiler, they can holler through me or 
some other Congressman. 

At least they will have something to say about it. As of now, they 
can’t even see the figures and I don’t think that is right. 

Finally, | have an exchange of correspondence with Mr. Hollyday, 
our distinguished new Commissioner, on the oft-repeated subject of 
what is the poliey of the FHA with regard to segregated projects, and 
I would like, Mr. Chairman, after getting Mr. Hollyday’s permission, 
as [ just got it this morning, to insert that in the record as bearing 
upon this very vital question. 


' 
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The Citarrman. Are you asking that we consider the question of 
segregation? 

Mr. Javirs. Well, Mr. Chairman——— 

Mr. Rats. If he is asking for that, 1 would like to see the letter 
before he puts it in the record and have an opportunity to ask him 
about it. 

Mr. Javirs. Mr. Chairman, I would have to get Mr. Hollyday’s 
permission to do this so perhaps I had better omit any reference to it 
at this time. I didn’t realize it would raise a controversy. 

But I do believe that the committee ought to consider the question, 
yes, sir, I do. 

Thank you very much, Mr. Chairman. 

The Cuarrman. Thank you, Mr. Javits. 

Our next witness is Mr. Packard. 

Mr. Packard, we are very glad to have you with us. You may 
proceed. 


STATEMENT OF ARTHUR J. PACKARD, MOUNT VERNON, OHIO, 
PRESIDENT, AMERICAN HOTEL ASSOCIATION 


Mr. Packarp. I am Arthur J. Packard of Mount Vernon, Ohio. 
I own and operate eight hotels in the State of Ohio, and am president 
of the American Hotel Association. 

My testimony is primarily concerned with the provisions of H. R. 
5667 and 8S. 2103, which would extend that portion of the Federal 
Mortgage Insurance program under which additional rental housing 
apartment units might be constructed, as was done during the time 
when the 608 program was operative. 

Weare advised that, under this proposed legislation, large apart- 
ment structures can be constructed under sections 207 and 213 of 
title II and section 908 of title IX. It is also my understanding that 
any applications resulting from housing programed under title IX 
prior to June 30, 1953 may be insured by FHA until June 30, 1954. 

Following World War II, quite a large number of elevator-type 
apartments were built throughout the country under the so-called 
608 program of FHA. Because the Federal Government insured the 
mortgages on these properties, the applications were supposedly 
approved only when a housing deficiency existed in a given city. 
They were built only under an agreement by which the FHA would 
approve in advance the general scale of rentals. 

We in the hotel business did not appear before your committee 
in the hearings, from year to year, devoted to this housing program. 
Involved were issues quite apart from those represented by our 
industry. But we did become concerned when some of these apart- 
ment buildings, constructed with Federal financial assistance, began 
to equip a number of units with furniture and fixtures. 

From there it was only one more step to overnight rental of these 
units to transient guests. That practice has been witnessed in numer- 
ous cities throughout the country over the past 3 or 4 years. 

When these instances were first called to our attention, our repre- 
sentatives called on the appropriate officials of FHA and complained 
about this type of unfair competition from federally financed struc- 
tures. In every instance the FHA caused field representatives to 
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eall on the offending properties and order such practice terminated. 
Usually this warning was sufficient. 

However, in one southern city, legal counsel for the apartment 
owner contended that the contract he signed with the agency stipu- 
lated merely that the apartment building must employ the approved 
monthly rentals. They interpreted this to mean that if they rented 
certain units by the day, and charged no more than one-thirtieth of 
the monthly rental, they were conforming entirely to their obligations 
under the contract. FHA counsel here subsequently expressed the 
belief that this position was probably correct. 

Subsequently, on January 3, 1952, at our request, FHA issued letter 
No. 20 to all field offices, setting up a new air-tight form of contract 
which would be required thereafter from any borrower who was ap- 
plying for permission to furnish certain units in 608 properties. 

This new form requires the borrower to pledge that he will not 
rent any units transiently. However, this did not remedy the situa- 
tion as it existed in all structures then standing, where the old contract 
was in force, and in which conversion to furnished units had been 
completed. 

We have discussed this matter informally with half a dozen members 
of your committee, and with members of the Senate committee over 
the past several years. Everywhere we have been assured that it 
was never congressional intent to permit these rental housing projects 
to end up as transient accommodations, competing openly with hotels 
and rooming houses. But we beg leave to suggest that the absence 
of any firm statement of congressional intent, on this subject, leaves 
the FHA, and the hotel industry, without appropriate remedy. 

There are numerous cities where the number of defense workers has 
fallen off substantially, and where wartime housing has been built 
which far surpasses normal peacetime requirements of the communi- 
ties. This is bound to bring dislocation in rental property, and the 
FHA admits to us that many of these elevator-type properties are in 
distress. But we earnestly contend that it will be eminently unfair, 
so long as the FHA holds the mortgage, for these properties to be per- 
mitted to rent their units transiently, in direct competition with hotels. 

May we earnestly urge, therefore, if your committee does approve 
H. R. 5667, that you incorporate, either in the language of the statute, 
or in your accompanying report, safeguards which will insure the fact 
that this practice shall be barred within any new elevator-type build- 
ings which are hereafter constructed. 

Thank you for the courtesy of this hearing. 

Also, incidentally, may we protest against the provisions of S. 475, 
which is before your committee. ‘This bill would multiply the present 
inequity and put a premium on bad management, when it permits any 
property which is behind in its payments to FHA to undertake tran- 
sient rentals of its accommodations. 

Thank you very much for your consideration of this problem. 

The CuarrmMan. Are there questions of Mr. Packard? 

Mr. Parman. I understand now that the rental control is about to 
expire. Doesn’t your association feel that the tendency toward 
renting these apartments for transients is largely lessened? 

Mr. Packarp. We have discovered this, that in these communities 
in which these buildings that were built under 608 are available, that 
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they are doing not too high an occupancy, but certainly enough to 
damage all of the transient housing in that city that has been financed 
through individual enterprise, or through private enterprise. 

Mr. Parman. What I am thinking of is this: Around Washing- 
ton—— 

Mr. Packarp. Well, Washington has an entirely different situation 
than any other section of the country, due to your local rulings here 
relative to food and beverages being sold, that you must have a 
certain percentage of transient housing. There is no complaint in 
the city of Washington itself, between the hotel people and the 
FHA-financed properties. 

But that does not hold true in other sections of the country. 

Mr. Parman. You still feel the danger exists? 

Mr. Packarp. Yes, indeed. 

The Cuatrman. Thank you, Mr. Packard. 

Mr. Packarp. Thank you, Chairman Wolcott. 

The Cuarrman. Congressman Riley. We are very glad to have you 
back with us, Congressman. You may continue where you left off. 


STATEMENT OF HON. JOHN J. RILEY, A MEMBER OF CONGRESS 
FROM THE STATE OF SOUTH CAROLINA 


Mr. Rivey. Thank you, Mr. Chairman and members of the com- 
mittee. I am very grateful to you for this opportunity to appear 
before you in support of Hl. R. 5667. 

I think it is to the benefit of the country for this bill to be continued 
and these amendments to be added to the housing bill. I am par- 
ticularly interested today in section 12 of the bill, which has to do 
with the extension of Government aid to community facilities, schools, 
and other such facilities in areas under defense impact. 

I think that we need to give Government assistance in relieving 
these local problems that the Federal Government has itself created, 
and I want to stress that. 

Mr. Brown. Mr. Riley resides in the district in which the Savan- 
nah River project is located. 

Mr. Rivey. Yes, the Savannah River project is the largest installa- 
tion, as I understand it, ever undertaken by any Government in the 
world, is entirely within my district and has created a number of 
problems, and this committee has been very cooperative in considering 
those problems and in helping to relieve them. 

You will recall that I appeared before you on the 25th of March in 
regard to S. 799, which was to relieve a situation in the town of New 
Ellington, a town which was absolutely destroyed by the installation 
of the Savannah River project. The people of this town attempted 
to preserve their identity by moving just beyond the perimeter of the 
Savannah River project area, and there reestablishing themselves. 
They did this. The town has something over 4,000 people living in 
it now, with permanent houses, and with permanent school facilities, 
to which the Government contributed. There are numerous per- 
manent commercial buildings. 

Now, to show you the tremendous need which this community has, 
since I appeared before you in March, there was a fire in the com- 
mercial district which detroyed some $200,000 worth of property in 
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three commercial buildings, which was only a very small part of the 
commercial district. 

I am told by competent people that had they had 1,000 gallons of 
water in reserve they could have held that loss to $25, 000. 

I am offering for your consideration to date two amendments to 
H. R. 5667. 1 will submit copies of those amendments for the rec- 
ord, and I think the clerk has sufficient copies to distribute to the 
members of the committee for their consideration. 

The amendment which I have marked as “Amendment No. 1” is 
the principal amendment. It is in the substance of S. 799 to which 
I have just referred. 

I was informed that this committee recommended a favorable report 
on S. 799 but felt that the budget commission and the Housing and 
Home Finance Agency should interpose any objections if they had 
any. 

As I understand, the Housing and Home Finance Agency requested 
to be heard in the matter, but due to the very full schedule of your 
committee that it has not been possible to schedule that hearing since 
the 25th of March. 

Now, the time element has entered into this, and it would be 
impossible, even if S. 799 was passed, for the town of New Ellington 
to make its application and to get the relief that we think they are 
entitled to, 

Mr. Rains. Are you recommending that we continue, as some other 
witnesses have, for 1 year, this defense facilities section of the bill? 
Is that what vour amendment is? 

Mr. Riney. Yes; and also to include an added provision that would 
allow the town of New Ellington to make application under this 
community facilities provision. 

The Caarrman. It wouldn’t apply to any other community in the 
United States except New Ellington? 

Mr. Riney. So far as I know there is no other community in the 
United States that is in exactly the same situation as New Ellington. 

Mr. Brown. The Government took the whole town. 

Mr. Rats. He didn’t mention that he wanted the extension of 
this broad defense facilities section. Is this some special provision? 

Mr. Ritey. No, there are numbers of communities that need the 
section of Government aid in community facilities. I want to urge 
that this be extended, and I also want to urge that a provision be 
included which would give this town of New Ellington an opportunity 
to submit its application, along with these other communities that are 
in the same situation. 

As I called to your attention a few minutes ago, this committee 
reported favorably the bill to include New Ellington, back in March, 
but since that bill has not passed the House it “would be manifestly 
impossible for New Ellington to get its application in in time to get 
relief under the bill which expires on June 30. 

The Cuatrman. Mr. Riley, if you will pardon me, I think we re- 

orted the bill favorably subject to Bureau of the Budget and the 
Sousine and Home Finance Agency submitting any objections they 
might have, and we decided to have further hearings on it. 

Mr. Rivey. This amendment which IT am requesting you to consider 
would simply put the provisions of S. 799 into this new bill. 

The CuarrmMan. Your amendment is substantially as the bill S. 799? 
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Mr. Riney. That is correct. And amendment No. 2 would simply 
give New Ellington and other towns in such a situation until September 
30, to file instead of June 1, as in this bill. 

Mr. Mutrer. Mr. Riley, as I recollect, the agency told us that there 
had been ample opportunity for every community to file an applica- 
tion if they desired the benefits of this law. Apparently that is not 
so. There are communities that have not had an opportunity to file 
an application under existing law. , 

Mr. Riuey. I think that is correct, Mr. Multer, and I take issue 
with the Housing and Home Finance Agency and the position that 
they have taken. 

They have refused to consider certain applications in my district, 
and based it on the fact that the impact was not sufficient, from this 
defense installation, to warrant them helping these communities to 
which I refer. 

Then they turned right around, in the New Ellington ease, and said 
that the impact is not the major consideration, but the aid to the 
defense program. So they blow hot and cold on the same issue. 

Mr. Mv rer. Will it solve the situation if we merely extend the 
time within which to get the applications in? They may still take 
that same position, even if we extend the time. 

Mr. River. They could take the same position, that is very true, 
unless these people, in presenting their case, can convince them that 
they are eligible. The Housing and Home finance Agency still has 
the right to reject the application if they find grounds for doing so. 

Mr. Rarns. Even though we included these amendments, they 
would still have that right; wouldn’t thev? 

Mr. Ritey. That is correct. But in the course of the debate, both 
in the House and Senate, the Savannah River project was mentioned 
more than any other project in connection with bill 139. The Senate 
Committee on Banking and Currency has been to the territory three 
times, to my knowledge—they have just returned from there—and 
have been viewing these problems on the ground. 

They unanimously passed S. 799, over in the Senate. And both the 
present chairman of the Banking and Currency Committee, and the 
former chairman, have been on the ground numerous times, in con- 
. nection with these problems. 

As I said a while ago, I think the Housing and Home Finance 
Agency has missed the intent of Congress, in that Congress is attempt- 
ing to relieve the impact on these local communities caused by defense 
installations. It is not only an aid to the defense project, but it is 
intended to relieve the impact. 

You will find that all through the testimony, which I could quote to 
you page by page from the Congressional Record, if you so desire, 
and | would be glad to place in the record a statement which I have, 
and which I did not want to take your time to read. 

The CHarrmMan. Without objection, that may be done. 

(The statement and amendments referred to above are as follows:) 


STaTEMENT or Hon. Jonn J. Ritey, A MEMBER oF ConGREsS FROM THE STATE 
oF SoutH CAROLINA 


Mr. Chairman and gentlemen of the committee, I am very grateful to you for 
the opportunity of appearing here today. 

I am offering for your consideration two amendments to H. R. 5667 which is 
cited as the Housing Amendments of 1953. I submit copies of these amendments 
for the record. The amendment which I have marked as amendment No. 1 is 
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the principal amendment. It is in substance the same, and would accomplish the 
same purposes, as 8S. 799 which this committee considered on March 25 of this 
year. You will recall that | appeared before you on that date to urge its passage. 
I was informed that this committee recommended a favorable report provided 
the Housing and Home Finance Agency and the Bureau of the Budget did not 
object. Unfortunately, the HHFA felt that it could not recommend passage of 
the bill. Since the HHFA notified this committee of its attitude toward 8. 799, 
I have made repeated efforts to appear here again to be heard in favor of its pas- 
sage; but your busy schedule has not permitted your granting me a further oppor- 
tunity to appear here again until now. 

I would like, briefly, to refresh your minds as to the background and purpose of 
8S. 799. It provides for a technical amendment to Public Law 139 of 1951, 
with which this committee is thoroughly familiar, so that a town which is relo- 
cated as a result of the acquisition of its former site by the Atomie Energy Com- 
inission will be eligible for the provision of community facilities or services under 
Public Law 139. After study by the Senate Banking and Currency Committee, 
8. 799 was passed unanimously by the Senate on February 25 of this year. Its 
purpose is to correct a technical inequity by which the town of New Ellenton, 
S. C., is excluded from eligibility for the benefits of Public Law 139. It would, 
of course, apply to any other community which should find itself similarly situated ; 
but, so far as I know, there are no other such communities now in existence. 

In view of the fact that authority for agreement to evtend assistance for the 
provision of community facilities or services under title III of Public Law 139 
expires | week from today, and in view of the further fact that H. R. 5667, now 
in this committee, would limit this authority to applications filed prior to June L 
of this year, | am submitting the substance of S. 799 to you as an amendment to 
Hf. R. 5667. The amendment marked ‘No. 2”? would give the town of New 
Eilenton until September 1 of this vear to file application for the benefits of 
Public Law 139, Obviously it cannot comply with the June | deadline. New 
Ellenton has sought to obtain a grant from HHFA, but was discouraged from 
going to the expense of preparing a formal application. Therefore, if this com- 
mittee sees fit to recommend the adoption of amendment No. 1, it will be neces- 
sary that amendment No. 2, or some similar provision, be adopted in order to 
give any effect to the principal amendment. 

I regret that the Housing and Home Finance Agency has placed on Public 
Law 139 the interpretation that it has communicated to you. But, despite the 
interpretation which the HHFA has made, it is my intention to show that Con- 
gress intended to provide for communities such as the one which the amend- 
ments I propose would benefit. 

The records of the committee hearings and debate, both House and Senate, 
are replete with references to the fact that the impelling necessity for early pas- 
sage of Public Law 139 was to relieve the impact in critical defense areas. The 
Savannah River area was mentioned countless times, more than any other area, 
in the hearings and in the debate on the bill. Your companion committee in 
the Senate went so far as to hold hearings in Aiken, 8. C., both before passage 
of the bill and again in February 1952, and I am informed that the committee 
has just returned from another visit to the area. The reason for these hearings 
wes to learn, at the source, of the needs of the area and its people that, more 
than any other in the Nation, would be affected by the impact of defense activ- 
ities. And I submit that the intent of Congress was to meet those needs—needs 
which were created by the terrific impact felt there. 

You may recall thet in my other appearance before you T quoted at length 
from a directive by Mr. Foley, the recent Housing and Home Finance Admin- 
istrator, and then referred to his statement that “The determining circumstances 
is not the impact on a community but the requirements of the defense activity.” 
I pointed out then, and I reaffirm today, that when Public Law 139 was before 
Congress it was stressed time and again that one of the purposes of the bill was 
to help cushion the impact on the communities in the area of the atomic energy 
installation. Running hand in hand throughout the hearings and debate on the 
bill are statements that the bill was necessary to support defense activities and 
that the bill was necessary to relieve the impact on the affected areas. Congress 
regarded it as only fair that the Federal Government, which was responsible for 
en local defense impact in these areas, should bear a share of the cost resulting 
rom it. 

As was said on page 19 of the Senate report on 8. 349 (the bill which became 
Public Law 139): 
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“It would be entirely unrealistic to expect local governments to bear the entire 
burden of furnishing community facilities and services required by the sudden 
impact of defense activities in the area.”’ : 

In explaining the bill on the floor of the Senate, Senator Maybank said: 

“It is only fair that the Federal Government which is primarily responsible for 
the local defense impact, to bear a share of the cost resulting from it” (p. 3443, 
Congressional Record, 1951). 

The following excerpts from the debate in the House on 8S. 349 also show that 
the Members of that body recognized the obligation of the Federal Government 
to that area. 

Mr. Brown of Georgia, second-ranking Democratic Member of this committee, 
said: 

“There will have to be provided not alone housing, sewer and water facilities, 
schools, hospitals, and so forth, for the people dispossessed from their homes but, 
in addition, similar provision must be made for the substantial influx of new 
people required in connection with the project. Under the authorities contained 
in this bill provision can be made in the manner in which it should be made’ (p. 
10178, Congressional Record, 1951). 

It should be noted that Mr. Brown considered the first obligation of the Federal 
Government to be to the people dispossessed from their homes. 

Later, Mr. Brown said: 

“T repeat, the service of these atomic energy plants is for all the people of the 
Nation. Why should the local people bear more than their share of the burden?” 
(p. 10191, Congressional Record, 1951). 

Mr. MeKinnon of California, then a member of this committee, said: 

“Mr. Chairman, I, too, among many others in this Chamber, believe in thé 
free-enterprise svstem and in the things that have made America great. One of 
those great principles is to pay back our obligations. When we go into this 
defense program we create great military installations around the country and 
we, as a Federal Government, create a lot of impact problems in adjacent com- 
munities. It is up to the Federal Government, just the same as it is up to us 
as individuals, to take care of the obligations we create. That is why we attempt, 
in the community facilities and services section of this bill, to recognize the 
principle that the Government should pay its way. If it puts in a big installa 
tion in South Carolina or Texas or California, or any other place, then instead 
of putting that obligation upon a little community, we should by all rights assist 
that community in taking care of the obligation that the Federal Government 
creates’? (p. 10191, Congressional Record, 1951). 

Mr. Barrett of Pennsylvania, a member of this committee said: 

“Housing, whether private or public, cannot serve the needs of defense workers 
unless there are community facilities and services, such as water, sewers, schools, 
hospitals, and fire and police protection. Local governments have been hard- 
pressed to keep up with the inerease in population, World War IT needs, and 
the shifts in population occasioned by World War II. Many of them in financing 
necessary schools, waterlines and other community facilities and services have 
already reached their statutory debt limits. The evidence presented to the 
Banking and Currency Committee makes it plain that thev are not in a position 
without Federal assistance to furnish the necessary community facilities and serv- 
ices which will be needed to serve defense installations in their communities” 
(p. 10191, Congressional Record, 1951). 

I could cite many more statements from the legislative history of Publie Law 
139 which would show that one of the purposes of Congress in passing that law 
was to relieve the impact in defense areas. 

Now the community which these amendments I am offering would benefit has 
suffered more of an impact than any other in the Nation. Its original site is 
within the perimeter of the atomic energy installation. This means, of course, 
that the town has been wiped off the map. What greater impact could a com- 
munity suffer? The major portion of the people of that community, seeking to 
preserve their identity as such, established the present community of New Ellen- 
ton. They have been joined by several thousand other inhabitants, most of 
whom are defense workers. This community has, by what I consider a rather 
technical and arbitrary construction of Public Law 139, been denied any benefit 
under this law—this law which I believe was intended to help just such people 
as these adjust themselves to the new situation confronting them. These amend- 
ments before you will correct the inequity which these people have suffered as a 
result of the ruling of the HHFA. 
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It appears to me that in its construction of Public Law 139 the HHFA has 
paid but little, if any, attention to the statements of Members of Congress who 
spoke in favor of the bill. But even if we assume that the HHFA is correct in its 
interpretation of Publie Law 139, I submit that it has been even more arbitrary 
in its application of the law to the facts that actually exist in the area of the 
atomie energy installation. With one possible exception, New Ellenton is the 
nearest town to the atomie energy installation. You will note in the record 
of my former testimony before this committee that I read from a letter written 
by Mr. Curtis A. Nelson, manager of the plant, wherein he stated that approxi- 
mately 2,000 emplovees of the plant live in New Ellenton. The whole tenor of his 
letter was to the effect that New Ellenton, because of its proximity to the plant 
and its permanent nature, would aid the plant immeasurably. This town is as 
essential to the welfare of the workers at the plant and to the plant itse'f as is any 
other town in the area. 

It has been stated that failure to provide facilities in New Ellenton will not 
seriously affect operations at the plant. This statement is the basis of the HHFA’s 
denial of New Ellenton’s entitlement to facilities. 

I do not think that this is the criterion to be applied. If it had been applied 
uniformly, any other community in the area could have been singled out and elimi- 
nated from the program in the same manner that New Eilenton has been dis- 
criminated against. The interpretation of HHFA seems to be to the effect that 
there must be an actual threat that operation of the plant would be jeopardized 
before aid can be extended. That criterion is too severe. I believe the plant 
woulc continue to operate even if the facilities in Aiken and Augusta, the largest 
cities in the area, were to vanish overnight. New Ellenton is within the area 
which the HHFA has determined to be a critical defense-housing area and within 
which it was determined that the erection of housing and the construction of 
facilities would contribute to the national defense. Had the same standards been 
applied to New Ellenton as were applied to the other communities in the area, these 
amend nents would not have been necessary. 

I think that the criterion to be applied, insofar as there must be a tie-in with 
national defense, is that the needs must be defense-caused and that the needs must 
be those that, if met, will be for the comfort and welfare of defense workers. New 
Ellenton qualifies under this criterion as well as, if not better than, any other 
community in the area. Under the criterion which was actually applied in the 
case of New Ellenton, I fail to see how any community in the area could qualify 
for benefits. 

The purpose of the bill, insofar as it was intended for the benefit of incoming 
defense workers, was well stated by Senator Maybank, then the chairman of your 
companion committee in the Senate. In explaining the bill on the floor of the 
Senate, he said: ‘Naturally, a new or almost new, or a greatly expanded town 
or city cannot be made as attractive in every way as are our established towns 
and cities that have been built up over the years. But the minimum for a decent 
life should be provided. The purpose of this bill is to do exactly that” (p. 3442, 
Congressional Record, 1951). 

Mr. Foley himself characterized the needs of these workers as essential defense 
needs. Testifying before the Senate Banking and Currency Committee, he said: 
“Tt (the bill) clearly indicates the relationship of housing and community facilities 
and services to defense activities in its recognition that, where military personnel 
or civilian workers required for carrying out national defense activities must be 
brought in from other areas, or that other additions to the local labor force are 
required for such purpose, housing and community facilities and services for such 
persons and their families represent essential defense needs’ (p. 18, Senate hear- 
ings on 8. 349). 

I have now shown why I believe New Ellenton to be eligible for the benefits 
of Public Law 139 under any reasonable interpretation of it. I believe that it 
qualifies both because of the impact it has felt and because of its contribution 
to the defense effort. If the technical language of the law is not broad enough 
to provide for relief on the basis of impact in an area, then I submit that the intent 
of Congress was not fully embraced in that law. 

I also believe that Congress intended that the benefits of Publie Law 139 
should be extended to those people who were driven off their property—property 
which, in most cases, had been in their families for generations. Specific provision 
is made in section 611 to give these people the right to purchase housing built 
under the provisions of the law. In explaining this part of the bill on the floor 
of the House, Mr. Brown said: “There is another provision in this title which 
was included in the bill at my suggestion. It is found in section 611. It will give 
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folks displaced from their homes because of acquisition of property for a defense 
installation or industry, the right to occupy or purchase housing which is provided 
or assisted under the terms of this act or which is provided through relaxation 
of housing credit controls in defense areas. It is only right and proper that 
people who have their homes taken away from them, such as the good people 
down in the area of the Savannah River installation in South Carolina, have an 
opportunity to reestablish themselves in areas outside of the installation” (p. 
10178, Congressional Record, 1951). 

Further on, as a part of the same speech, Mr. Brown made the statement which 
I have already quoted as showing Congress’s recognition of its obligation to 
relieve the impact of the area. That statement was to the effect that facilities 
would have to be provided not only for the people dispossessed from their homes 
but also for the immigrating workers. He furtherstated that under the authorities 
contained in the bill, such provision could be made in the manner in which it 
should be made. 

[ will tell you frankly, Mr. Chairman and gentlemen of the committee, I was 
keenly interested in Public Law 139 throughout the course of its legislative history, 
and I worked hard to muster support for its passage. It was certainly my 
impression that provision for the relief of the impact on these people had been 
made. Thestatements of my good friend, the gentleman from Georgia, accurately 
state my understanding of the purposes of the bill and are in accord with the 
statements I made to many of my friends in urging its passage. 

I remind you again, nobody asked for this plant. Nobody down there wanted 
it. But, like the truly patriotic Americans they are, these people have accepted 
it and have, to the best of their ability, done what they could do to meet the 
impact which the Atomic Energy installation has made upon their area and their 
way of life. Their need for these facilities is acute. This need is recognized and 
admitted by HHFA. It is also uncontroverted fact that around 2,000 of New 
Ellenton’s inhabitants are employed at the plant and that this community has 
made and is making a valuable contribution to the defense effort. Yet this 
community, which I think should be entitled to at least equal, if not preferential, 
treatment as is accorded other communities, is discriminated against. Surely 
provision should be made to enable this community to reestablish itself and to 

rovide for the health, safety, and welfare, of its inhabitants. To correct the 
inequity which these people have suffered, I urge you, Mr. Chairman and gentle- 
men of the committee, to give a favorable report on these amendments and 
recommend their adoption to the House. 

Again I thank you, Mr. Chairman and gentlemen of the committee, for this 
additional opportunity of coming before you. If any of you have questions, I 
shall do my best to answer them. 


AMENDMENT To H. R. 5667, Proposep ny Mr. Ritey 


Sec. 12. Section 315 (e) of the Defense Housing and Community Facilities and 
Services Act of 1951, as amended, is amended by striking ouf the word ‘‘or’ 
immediately before ‘(3)’, and by inserting before the period at the end thereof 
a comma and the following: ‘or (4) the provision of community facilities or services 
necessary to the health, safety, or public welfare of the inhabitants of a town or 
community which has been relocated as a result of the acquisition (through 
eminent domain or purchase in lieu thereof) of its former site by or on behalf of 
the Atomic Energy Commission for national-defense activities’. 

Renumber succeeding sections accordingly. 


AMENDMENT TO H. R. 5667 Proprosep By Mr. RiLey 


Page 7, strike out line 6 and insert in lieu thereof the following: “‘for the provi- 
sion of community facilities and services described in section 315 (e) (4) for which 
application shall have been made prior to September 1, 1953, or assistance for 
the provision of any other community facilities or services for which application 
was made prior to June 1, 1953),”. 


AN ACT To permit the Federal National Mortgage Association to make commitments to purchase certain 
mortgages 

That notwithstanding the provisions of subparagraph (G) of Section 301 (a) (1) 

of the National Housing Act, as amended, the Federal National Mortgage Asso- 

ciation is authorized to enter into advance commitment contracts which do not 
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exceed $30,000,000 outstanding at any one time, if such commitments relate to 
mortgages with respect to which the Federal Housing Commissioner has issued, 
prior to June 29, 1953,’ pursuant to Section 213 of the National Housing Act, 
as amended, either a commitment to insure or a statement of eligibility: and pro- 
vided further, that not to exceed $3,500,000 of said authorization shall be available 
for such commitments in any one State. 

Mr. Brown. This town of Ellington was obliterated entirely. 

Mr. Ritey. That is right, absolutely. It is the only town that I 
know of that was obliterated, and attempted to preserve its identity 
by moving over into this new area. 

Mr. Ratns. Originally did New Ellington have a water system, 
when they took it over? 

Mr. Ritey. A semiwater system. It is one of the oldest towns 
in the State. 

Mr. Rains. And all the facilities which they had, of course, they 
lost; is that correct? 

Mr. Ritey. Absolutely. They had very fine water. In fact, it 
was artesian water. They had flowing wells, among other things, and 
a water reserve for the protection of the town. 

Mr. Rains. How big a town is it? 

Mr. Ritey. It was between seven and eight hundred population. 

Mr. Rains. What is it now? 

Mr. Riiey. It has over 4,000 population today. 

Mr. Ratns. I don’t see how you can keep from calling that a 
defense-impacted area. What are the people doing there, working 
in the atomic-energy plant? 

Mr. Ritey. Over 2,000 of them work in the atomic-energy plant, 
according to a letter from Mr. Nelson, the chairman, and I am told 
over 60 percent of the inhabitants of old Ellington moved into this 
new area. 

Mr. Rarns. That meant also that many people from other localities 
came in, of course? 

Mr. Ritey. Yes, sir, with one exception, it is the nearest town to 
the Savannah River project in existence. It is about a half-mile 
outside the main gate. 

The CuatrMan. All right, Mr. Riley, we are very glad to have your 
testimony. 

Mr. Ritey. Thank you very much for your consideration. 

The CHarrMan. Mr. Gathings, we are very glad to have you with 
us. 
Mr. Gatruines. Mr. Chairman, I have a very short statement. It 
will just take 2 or 3 minutes, if I may proceed. 

The CuatrmMan. You may proceed. 


STATEMENT OF HON. E. C. GATHINGS, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF ARKANSAS 


Mr. Garuines. The death knell of titles III and IX, the defense 
housing provisions, in setting out a deadline of June 30, 1953, for the 
issuance of commitments is premature. Such a deadline is not in 
keeping with the perilous condition the world and the Nation finds 
itself in. It would be most desirable to fold up any agency when its 
usefulness has ceased to exist. It would be a saving in administrative 


! The above is exactly the same as Public Law 243, 82d Congress, Chapter 642, Ist Session, H. R. 5745, 
with the exeeption that the words “June 29, 1951"' have been changed to June 29, 1953. 
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and other expenses to eliminate activities and agencies that can be 
dispensed with. Such action should not be resorted to should a real 
need for continuation of such activities exist. 

Let us look at the Air Force—can it be said that this country has 
sufficient strength in the air to fulfill the Nation’s commitments the 
world over? It is necessary to have available wave after wave of 
interceptor planes to protect our shores from the dangers of atomic 
attack by an enemy power. ‘This is only one phase of a strong air arm. 
It is essential to the preservation of our institutions to build an air 
force of sufficient size to do the job that it may be called upon to 
perform. We need protection from any eventuality that may ensue. 
We would be toying with disaster to provide a second best air defense. 

Several airbases are now in the process of construction. The Con- 

ess has authorized them and appropriated the funds for them. 

he Blytheville Air Base, Ark., is one of these which is now being 
reactivated. There is no question that housing will be required for 
the Air Force personnel when the base is formally opened for training 
airmen. 

In the meantime defense workers, carpenters, bricklayers, plumbers, 
and a host of others will descend upon the city of Blytheville in great 
numbers. A good roof over the heads of these families is badly 
needed ; builders will erect these accommodations if title IX provisions 
are carried in the bill. 

If, in your wisdom, you determine to retain the June 30 deadline 
then I trust that you will see fit to incorporate a proviso following 
“1953” and the comma in line 1, page 7, authorizing the title to be 
effective in such defense areas. 

Some such language as “except as to defense installations now in the 
process of reactivation”? should be added. 

These titles should not be folded up now. If such action is taken 
by this committee at this time they would have to be reenacted at a 
later date. 

In recent days I have received many letters from the people I am 
privileged to serve, giving me firsthand information regarding the 
desperate plight in the small towns and rural areas as to the non- 
availability of funds for GI and other types of housing loans. 

Mr. J. B. Lambert, of the J. B. Lambert Real Estate Co., Helena, 
Ark., writes under date of May 21, 1953, and 1 quote excerpts from 
his letter as follows: 

When the news came out that the Director of the Veterans’ Administration had 
ptaced the interest rate on GI loans at 4'2 percent, everyone connected with the 
mortgage-loan business though that this would almost immediately make these 
loans available. This happened about 3 weeks ago, and now the situation is 
just as tight and just as confused, or even more so, as before the directive was 
made. In other words, no GI loans are available in Helena, nor in the State of 
Arkansas. 

We have a local housing greg which will become acute this fall. Several 
months ago, the manager of the local Chrysler plant announced to a group of 
businessmen in Helena-West Helena that their company had decided on an 
expansion program for the mill in West Helena. In this expansion program they 
would manufacture all of the small electric motors used in the building of their 
automobiles. Since that time, new machinery has been shipped to the West 
Helenz plant and work started on an assembly line for this manufacture. Certain 
kev personnel are being sent to Detroit for study and experience and plans are 
generally going forward to begin this work September 1. They have a commit- 
ment to turn out 13,000 motors per day beginning at that time. This means an 
additional employment immediately of about 500 people and an additional 500 
within the next vear. 
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Mr. Jack W. Rich, president, Guaranty Loan & Real Estate Co., 
mortgage bankers, of WwW est Memphis, Ark., writes in part as follows: 


It is almost impossible “to obtain mortgage money for house building. Two 
major developments caused this, | think. First, the high rate on new Govern- 
ment bonds and the fact that Federal National Mortga age Association stopped buy- 
ing mortgages. We have FHA commitments on hand, but we are unable to start 
any more construction this year due to the mortgage market. 

lf home building is stopped (and it is now definitely stopped) many millions of 
people will be out of work. It has been estimated that 85 percent of the cost of 
a home is labor, and the cost of producing raw materials, etc., is all considered. 


__Mr. Edward Waller, of West Memphis, Ark., writes as follows: 


2 Along with so many of our citizens whose personal lives and fortunes are greatly 
affected, | am very deeply concerned over the chaotic condition of the mortgage 
market of our country and the effect it is having upon the all-important construc- 
tion industry. 

For a number of weeks I have been working diligently to build some properties 
in West Memphis on land which | have purchased, and working industriously 
with two local mortgage brokers. I find myself unable to secure commitments 
for mortgage money to build the properties. ‘Tam told by these mortgage brokers, 
and am indeed very clearly shown that they are unable to * * * help me or others 
because of the absolutely stopped condition of the mortgage market generally. 
No one of the large institutional investors who normally purchase such offerings 
around the country are willing to commit to purchase future mortgages at any 
price. As against this | am told by those who have evidence thereof that some 
sales in small and large blocks of existing mortgages are being purchased by a few 
of the eastern and northern investors, but at terrific discounts. The situation 
indeed has become intolerable. 


I am hopeful the provision carried on page 6 of the Wolcott bill, 
which is known as the 1-for-1 formula will stabilize the present 
mortgage market. The plan has been used on an experimental 
basis and has proven successful. I feel, however, that the $200 million 
limitation carried on line 14, page 6, should either be stricken out or 
an appreciablv larger figure used. This limit is too low and it could 
create a condition which it is the purpose of this section to remedy. 
If there is a limit it seems to me that it should be $500 million or more. 

I am grateful to you for the opportunity of appearing here today. 

The Cuarman. Thank you, Mr. Gathings. Are there questions 
of Congressman Gathings? If not, thank you very much Congress- 
man Gathings. 

That will conclude the public hearings. We will go into executive 
session to consider the bill tomorrow morning at 10 o’clock. 

(Whereupon, at 12:10 p. m., the committee adjourned.) 

(The following statements were submitted to the committee for 
inclusion in the record:) 


STareEMENT OF BEN Fiscuer, CIO Hovsina Drrecror, CIO Hovusine 
CoMMITIEE 


# Mr. Chairman and members of the committee: the CIO housing committee, 
of which Mr. James G. Thimmes is chairman, represents C!O’s interest in a proper 
housing program. Adequate housing is one of the major needs of our millions of 
members and their families. Also, a healthy housing situation is good for the 
Nation’s economy and good for our democratic form ‘of government. 

We will not undertake an effort to make a detailed technical analysis of the 
bill before vou. We do not claim to be expert in housing legis!ation. We wish 
to comment generally on the bill, the housing problem and suggest needs of which 
we are aware. 

We know that you do not consider H. R. 5667 the last word on the Nation’s 
housing problem. We are anxious to cooperate in any future studies or discussions 
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looking to future legislation. However, we believe the housing problem is too 
urgent to be set aside while studies are made. It is in this spirit that we make 
our comments here. 

House bill TH. R. 5667 does three things—it preserves some necessary phases 
of the housing program, it eliminates or emasculates some good features of the 

resent housing statutes and it largely misses the real point, the vital goal. the 
Nation’s need—a program to help bring good economical housing to the millions 
who cannot now obtain it. 

There is one item that especially and urgently interests CIO which we urge you 
not to overlook. The elimination of further special aids to new housing in defense 
industry communities runs counter to the public interest. It is good for America’s 
economy and urgent for our country’s defense production goals to provide ex- 
panded industrial capacitv and therefore, it is necessary to have housing aids as a 
necessary part of such a program of industrial expansion. 

The Government still recognizes this by its special most liberal aids to private 
industry through accelerated amortization allowances. It is not our purpose to 
discuss this accelerated amortization program except to deery a policy which 
recognizes industry’s needs in the event of expansion but halts aids to the defense 
worker who needs housing within reasonable distance of such Government-aided 
plants. 

What pessible justification can be claimed for so grossly discriminatory a policy? 
The aids being given to industry for expansion are far more liberal and far more 
costly to the taxpayer than the modest means now provided to aid housing in 
defense-industry areas. Ne Government subsidy is involved in the defense area 
private housing program. No drain on the Federal Treasury takes place. There 
is merely liberality of financing provided for both the builder and the home- 
owner—not cheaper financing and not subsidy, just some moderately liberal 
treatment of the participants. The virtual removal of this title from the Housing 
Act will discourage moderate-priced rental and individual ownership developments 
for workers in defense areas. 

We sincerely hope that Congress will not, while pursuing a poliey of aid for 
big industry, withdraw housing aids for the emplovees of such industries. It is 
not just and it is not good for the morale of the defense workers. 

Whois hurt by the defense-housing program? Perhaps the landlord who wants 
exorbitant profits; but not the fair landlord because the present program ade- 
quately protects his rights to a fair rent and a fair return. Then perhaps the 
builder or speculator who wants to use sudden influxes of defense workers for 
selfish purposes. Perhaps he wants to use urgent need to extract exorbitant 
prices or to furnish poorly constructed homes. 

The defense housing title was carefully designed to serve every legitimate 
interest—the defense industry itself, the employee, the builder who required 
encouragement and cooperation, the landlord who wanted to be assured of a fair 
return. We urge you to reinstate this title not merely to finish what has already 
been committed but so as to facilitate whatever may be needed to provide housing 
in shortage areas which are certified as needing aid. 

The plain people will be hurt by failure to continue this program. Surely it 
cannot be that this Government will disregard the interests of working people 
even when they coincide with legitimate business interests just because a small 
group of short-sighted individuals want to seize this opportunity to secure extrava- 
gant profits. 

‘In the proposed bill, the community facilities provisions are discontinued. 
Note that aid to builders and investors are continued and even strengthened but 
aid to communities which desire to construct recreational, educational or cultural 
facilities in connection with defense plant expansion programs is canceled. This 
callous disregard forlhealth and morale of defense workers’ families cannot be 
explained away on grounds of a governmental desire to get out of housing activ- 
ities, because the phases of the program desired by the builders and investors are 
kept intact. 

here are those who profess a desire for the Government to get out of business, 
It appears that what they really desire is a policy of Government aids for business 
and investment groups but not for plain people. For the ordinary wage earner 
or professional or small business man, these people are agreeable to a complete 
return to laissez faire except for handing out crumbs of local charity in case of dire 
need. But for big business interests, these same people call for a Government 
policy of full cooperation and aid, including even subsidy. 

Thus the proposed bill expressly claims to be of aid to ‘builders and mortgages” 
but makes not one single move to aid or protect the housing consumer. In 
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recent years, the operation of the housing program has demonstrated the need 
for specific protections against abuse directed against the consumer. FHA aid 
should be available only to legitimate interests. What are these interests? As 
we see it, the builder is entitled to a fair profit, the investor to a fair return and 
the consumer to a good product at a fair price. All three factors can operate in 
a coordinate fashion. 

We're not advocating Government controls; we are advocating that since 
Government does provide direct, significant aids to builders and lenders it must 
be certain that such an aid program is in the public interest and not a windfall 
for speculators and their kind. 

It has become increasingly apparent in our view that the FHA program is 
being abused. It too often is used by those who are serving the high price 
market which is able to function without aid. FHA should operate only in the 
moderate and low-priced markets where aid and helpful advice from Government 
experts is needed. 

Here then is the challenge before the country as we see it. The Government 
could clear out of the housing business completely—or as completely as it can 
without violating existing commitments such as outstanding FHA insurance 
agreements. If private enterprise can do the housing job alone and unaided 
that’s fine. We doubt that they can. But just try to tell these self-appointed 
crusaders against ‘‘creeping Socialism’’ that all Government housing aids will be 
discontinued; they will scream their protests from the housetops and put on a 
lobbying pageant the like of which this Nation has never seen. 

The chairman’s bill would indicate that the Government is not getting out of 
the housing business—$1.5 billion of FHA insurance for the coming year is hardly 
an experiment in private enterprise. Therefore, the Government is profoundly 
obliged to enact legislation to provide aids for the people who need aid and not 
merely to eliminate risk for the builders and investors who want all the advantages 
of private enterprise and none of the risks and hazards which are at the heart of 
our economic system. 

We propose a number of specific legislative steps to assure a housing program 
dedicated to protection of the public interest: 

1. Where a local community wishes to clear slums and requires new housing 
to provide low-rent facilities for the displaced families, aid must be provided. 
Pending examination of other possible forms of aid, the present forms of aid to 
local public housing corporations or authorities should be fully used. The 
restriction of 35,000 units is unjustified. Aid should be available in relation to 
need, especially since such aid pays off dividends to the Government in countless 
forms. The clamor of well-to-do, prosperous builders associations and real 
estate groups should not be center to drown out the less articulate but more 
meaningful needs of so many slum dwelling families. Our Government is a 
Government of the people and not a Government of special interests. 

2. FHA insurance should be available only for housing that is designed to 
meet local needs. If a builder wants to build for the moderate income groups in 
areas where they need and want new housing, his efforts should be aided by 
every reasonable means. Making long-time loans available to a purchaser at 
low interest rates and providing research and technical assistance to such builders 
to assure low cost and a good product are two of the major aids. To implement 
such a program, we suggest increased technical and research activities by the 
Government, a lowerin: of the interest rate backed by direct Federal lending in 
the event private funds refuse to become available, authorization of insurance of 
30-year loans, development of local standards in cooperation with representative 
consumer groups, and a formula whereby the price range of FHA housing is 
fixed in relation to prevailing incomes of the workers, of teachers, other inade- 
quately paid professionals, small shopkeepers, ete. FHA should stay out of the 
high-priced housing market. The family which is well off can obtain loans 
privately, secure good technical and architectural service and in general operate 
effectively in the housing market. Aids to this group are not needed and surely 
the citizens involved appreciate that they need no help from the Federal 
Government. 

3. We heartily endorse the proposal of the National Housing Conference for 
local FHA consumer advisory groups, builder warranties and deferment of 
mortgage payments in hardship cases. Local consumer advisory groups con- 
sulted and kept fully informed by local FHA officials would be especially helpful 
in giving to FHA the balanced approach it so sorely needs. Needless to say, 
organized labor would be anxious to serve on such committees in a constructive 
fashion. 
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4. Rental housing aided by FHA should be designed to meet local needs. 
FHA should aid rental housing only where the type of facilities provided and the 
rentals to be required meet the pattern of community need. We do not object to 
luxury rental housing but FHA has no business involving itself in such enterprises. 
FHA should provide aid only to encourage construction of houses or apartments 
suitedin type and size to the community and renting at levels consistent with 
ability to pay. If this means no FHA rental housing in many needy areas and, 
in fact, no rental housing of any sort being constructed, then the Federal Govern- 
ment can look again and dev elop means of prov iding such housing where it is 
required, But here again, FHA should not be merely an aid to builders and 
investors. If it cannot serve a consumer need, it should not allow itself to be 
used solely as an absorber of risk. 

There are groups in America which want to enter the housing field for mutual 
prot by pooling resources and enterprise and thereby obtaining better or cheaper 
ousing. This procedure is usually labelled cooperative housing. Of course, 
all housing involves cooperation between builder and investor, between material 
supplier and builder, between technical personnel and the labor foree, and so forth. 
Cooperative housing involves these same forces. The real difference is found 
in the willingness of the housing consumers to cooperate with each other and fully 
represent their own interests. This is a profit enterprise. The builder makes a 
profit. The investor makes a profit on any money he invests. The cooperative 
home owner makes a profit too. In return for his effort and enterprise, he profits 
by obtaining housing at less cost and usually by obtaining maintenance and other 
services on a large-scale efficient basis at a consequent lower price. 

The Federal Government which has involved itself in some $60 billion worth 
of housing obligations can surely afford to give some aid to these enterprising 
groups. 

Fuller technical assistance and liberal credit grants, including grants for equity 
capital on a short-term basis, would greatly aid cooperatives. A comprehensive 
cooperative housing program has been presented to this session as well as to past 
sessions. We urge you to confer with the groups devoted to cooperative housing 
to see what immediate aids over and above those now available would be in order 
at this time, based on the recent experiences of FH A in this field. 

6. The housing loan market is not good at the present time. The increases 
in interest rates have not solved the problem of providing plentiful funds for 
housing. It has mainly given a windfall to the investor. An urgent need in this 
phase of the situation relates to the veteran. Currently, a relatively small fund 
is available for direct mortgage loans to veterans who cannot obtain private funds. 
These funds are used in rural and semirural areas, 

We strongly believe the veteran should be permitted to obtain direct loans 
from the Government where necessary even though he desires housing in urban 
areas. We urge a fund of a billion dollars for this purpose. It will help the 
veteran Whose ability to borrow money may have been curtailed by his absence 
from civilian life during his period of service. LExpericnee shows that this is not 
a real cost to the Government because the interest paid on such loans more than 
makes up the fragmentary losses the Government could suffer. 

We do not claim to present here a foolproof comprehensive program. We have 
tried to discuss housing in terms of the present program and present Federal 
machinery. We welcome any effort to reexamine the entire program, There 
are great possible vistas of progress that opened up in connection with prefabri- 
cated housing and site-fabrication housing. Devices to eneourage greater initia- 
tive and ingenuity in all phases of the housing field should be sought. The task 
of adequately housing America is a big one. We offer our aid and cooperation. 

But there are overriding facts confronting our Nation. 

There are millions of slum dwellers and inadequately housed people. Ad- 
vancing economic prosperity has provided new povcentials for private home 
construction and consumption. More money alone does not prov ide an adequate 
standard of living. Goods to provide better clothing, food, and shelter within the 
reach of the plain people must match money prosperity. We do lots better in 
the food and clothing parts of the economy than in shelter. 

We cannot wait and study. We must continually make progress as we study 
and strive to find new and more effective methods. 

Progress results from action and hard work when the time is ripe. The time 
is ripe now because the ingredients are at hand—demand, materials, labor, and 
management organization. The Government can help to put the ingredients 
together to provide for a good wholesome housing diet befitting this greatest of 
all Nations, 
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SrareMent or Lee F. Jonnson, Executive Vice Presipent, NaTionat Housine 
CONFERENCE, WasuinoeTon, C, 


Mr. Chairman and members of the committee, my name is Lee F. Johnson. 
I am executive vice president of the National Housing Conference, an organiza- 
tion founded in 1931 for the purpose of helping to eliminate slums from American 
communities, and to help secure adequate housing for all American families. 
We are supported entirely by individual memberships and contributions. I 
believe that the committee’s records will show that we have supported every 
major housing bill beginning with the HOLC, the National Housing Act, on 
through the Housing Act of 1949, and the middle-income bill of 1950. We 
—— sincerely this opportunity to present our thoughts to the committee. 

n presenting this brief statement may I say that we do not oppose the recom- 
mendations of the administration included in H. R. 5667. We recognize that the 
limited scope of the measure contains legislative actions that are nceessary to 
continue Federal aids to help keep the home-building industry operating at a 
level that is important to our national economy. 

From newspaper and other publication reports we had anticipated a measure 
that would have recommended increased mortgage ceilings, longer periods of 
amortization, and decreased downpayments on higher-priced housing. Appar- 
ently the administration desires to make more care/ul studies be’ore such recom- 
mendations are made to the Congress. If that was the conclusion, we concur in 
its wisdom. 

We are all aware of the fact that the Housing Administrator has stated many 
times that his first assignment is to make a complete study of our Nation’s housing 
problem. On the basis of his study he will later make appropriate reeommenda- 
tions to the Congress. 

The proposal of a Presidential Commission to study Federal, State, and local 
relationships in the welfare field, which is sponsored by Senator Taft, would 
include, we are assured, a careful and constructive review of the low-rent housing 
program as included in the Housing Act of 1949. 

May I say that we, whose primary interest in the field of housing is that of the 
consumer, most respectfully suggest to this committee that it, too, engage in a 
careful review of our entire housing problem, because the people of this country 
look to the basic legislative committees of Congress as the primary protectors of 
their interests. 

We of the National Housing Conference applaud the administration for taking 
an overall look at the Federal Government’s responsibilities in the field of housing. 
We will welcome the contributions that will be made by a Presidential Commission. 
But when all is said and studied, legislative action will have to originate here. 
It is our hope to cooperate in every possible way with all housing study groups. 

We recognize that the low-rent public-housing program is in no way a part of 
the measure before the committee. But we understood the invitation to present 
a statement to this committee to apply to a general discussion of our Nation’s 
housing problem. In that connection there can be no genuine examination of the 
problem that neglects any of its segments and their relation to the whole. This, 
in our opinion, is no time to attack the housing problem piecemeal. 

Since passage of the Housing Act of 1949 we have been disturbed by the usur- 
pation of responsibilities of legislative committees, by Committees on Appro- 
priations. This committee recommended, and the Congress passed, a measure 
ealling for the construction of 135,000 low-rent homes a year. That program 
was never permitted to function. The Nation’s housing policy of a decent home 
for every American family has been a splendid but harassed declaration, indeed. 
Yet is was declared in good faith by this committee and by the Congress itself 
just 4 short years ago. . 

Something is wrong indeed, and a careful study is definitely in order. It should 
be one to define the Nation’s housing needs, with solutions for meeting them. 
It should not be used as a means of stopping or destroying existing housing gains. 
We most earnestly hope that a study will be made by your committee, you who 
are close to the American people and who are responsible for initiating legislation 
in this field. We do not believe that the place to begin is by making it easier to 
build and finance luxury homes. 

At the time the National Housing Act was adopted, the country was faced 
with grave problems of unemployment. Few people recognized the existence of 
a housing shortage and many claimed that there was a surplus of housing in the 
light of the then prevailing economic conditions, The — purpose of the bill 
was to provide employment through residential repair and construction. Since 
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employment was the major objective, the administration and the Congress sought 
to encourage construction with Government credit assistance in any and all 
price and rental classes. 

At this moment we have no pressing need for housing construction to relieve 
unemployment. The Congress has recognized this in many acts seeking to limit 
excessive use of Federal credit and to curb inflationary pressures in the economy. 
On the other hand, the Nation still faces a serious housing shortage which is most 
pressing for families of middle and lower incomes. The Congress has recognized 
this need many times, and most notably in the Housing Act of 1949. 

In recent years, the Congress has repeatedly acted on the principle that Federal 
aids should be extended to private housing serving the needs of families in the 
moderate-income groups who could not obtain satisfactory housing without such 
Federal aids. The Congress has sought to encourage the extension of Federal 
credit to price classes and income groups whose acute need for housing imperatively 
requires such assistance. 

We believe that the Congress has correctly endeavored to encourage the private 
home-building industry to enlarge its efforts to build homes for ever-lower income 
groups to meet great social needs, to reduce costs, and to seek to serve income 
groups which private enterprise has not served in the past. We hope for more of 
that kind of legislation. We believe that private builders can do a far greater 
job of meeting the housing needs of our people, and we weleome Federal encourage- 
ment for them to do so. We hope that the Federal Housing Administration 
will serve primarily in the interests of the consumers experiencing the most 
pressing housing need, rather than as an agent for the home-building and financing 
industry. 

We do not believe such ends will be achieved on the theory that Federal credit 
should be used to permit the building industry to market homes in higher- 
priced classes rather than lower. We take it as a hopeful sign that industry 
spokesmen presented recommendations here scaled down somewhat from those 
that had been anticipated. Their proposal, however, would still direct major 
Federal mortgage assistance into a price bracket much higher than a vast majority 
of self-sufficient families can afford. 

May I call your attention to the fact that half of the American families still 
have incomes of less than $4,000 and can afford homes costing less than $8,000 
or $9,000. Less than one-third of all American families can afford homes costing 
as much as $14,000. Less than 5 percent of all American families can afford 
homes costing $20,000, or more. Probably the greatest need today in approach- 
ing our national housing problem is an accurate, up-to-date market analysis of 
our housing need. What is today’s need?—seems to us a fair question to ask. 
Should Federal aid be extended to families in the highest income tenth, in the 
highest income third, or in the highest income quarter, while in many areas of 
the country families in the group comprising the two-thirds of our population 
who are below the top income group, cannot buy new and decent homes. 

We believe that the answer is self-evident. It is understandable that the home- 
building industry traditionally builds for the highest-price and highest-profit mar- 
ket before it concerns itself with the lower-profit mass market. This tendency 
has been modified somewhat in recent years by the policies which the Congress 
has adopted and which have forced the building industry to build in the more 
moderate-price classes because mortgage terms were made available only for those 
classes. We do not criticize those incentives. We merely ask whether Federal 
credit incentives should be used to reinforce traditional weaknesses of the industry 
or to build a stronger industry more capable of serving the needs of the American 
people. 

If Federal aid is to be extended to that market, we then urge that safeguards be 
adopted to assure that the building industry does not use enlarged Federal credit 
aids to reduce the volume of building for families in more moderate income groups. 

We believe that the volume of home building should be increased for families 
of middle income, both in the home-ownership and rental-housing fields. We 
believe that much more must be accomplished in this field than is contemplated 
under FHA or VA programs. 

We urge that the committee reexamine the extensive hearings that it held before 
reporting the middle-income housing bill of 1950, 8S. 2246 of the 8Ist Congress. 
The tools that were recommended then, with some perfection and extension, are 
more necessary today, in our opinion, than ever. 

We urge that before specific recommendations are made by the committee to 
encourage construction of higher priced homes through Federal aids, the entire 
problem be subjected to much closer study. If, however, such legislation is 
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recommended we suggest that amendments be added to help insure the channeling 
of a much greater volume of building into the lower price classes. For example, 
we would suggest that each FHA insuring office be required to issue at least one 
commitment for the construction of a home in the lowest possible price class for 
each commitment for the construction of a home in the higher price brackets. 
We believe that such an amendment would be a realistic safeguard that is necessary 
to protect the public and the Federal Government against exploitation of Federal 
aids solely for speculative profit and for housing of higher income families. 

We propose that an amendment be included in the present bill which would 
establish local consumer advisory committees attached to each FHA district 
office. These committees should serve to protect consumer interest in building 
activities receiving Federal credit assistance. 

We recommend also that amendments be included requiring a builders’ warranty 
of construction and authorizing deferment of mortgage payments under specific 
circumstances of hardship. This committee, we know, has given much considera- 
tion to suggestions of this kind. We urge that they be reexamined. Both of 
these measures are intended to protect consumers against the hazards of the 
housing market. 

May we suggest also that at this time the so-called Gwinn amendment which 
was added this year and last to low-rent public housing appropriations be recon- 
sidered. It requires, as you know, that no person may be a tenant of low-rent 
public housing if he belongs to an organization listed by the Attorney General 
as being subversive. Responsibility for policing the amendment is placed on 
local housing authorities. They have been doing the best job that they know 
how to administer it. Obviously it is substantive legislation, and it was obviously 
passed to harass the public housing program. 

We make no argument that subversive persons should be housed in publie 
housing. It is the experience of the last year that very few such persons were 
discovered. In presenting the amendment the rationale appeared to be that if 
the Federal Government is to give assistance to families in desperate need of 
shelter, they would be loyal Americans. We agree. 

What I would urge this committee to review is, that if such investigations are 
to be made of families of low income, then in all equity similar limitations should 
be placed on all families receiving Federal aid for housing whether it be in the form 
of mortgage guaranties or assistance through public housing aids. 

Not for one second do we have one iota of syinpathy for Communists wherever 
they may be in our economic structure. But we do object to questioning the 
loyalty of the very poor before extending them the assistance of their Govern- 
ment, and asking no questions of the well-to-do before extending them Federal 
assistance. Such an amendment would be no more difficult for the private en- 
trepreneur to administer than it is for the local housing authority. 

My comments, Mr. Chairman and members of the committee, have been 
general. The one point that I wish to stress is to reexpress the hope that the 
Committee on Banking and Currency will itself take a new and complete look 
at our Nation’s housing problem. It has not been met to any appreciable extent 
for families in the greatest need. We recognize that the results of the Adminis- 
tration’s study will be available to you. We hope to assist those who will be 
engaged in that study in every way in which we may be permitted to do so. We 
hope that it will cover the whole scope of Federal aids to housing and not be limited 
to the low-rent public housing program. We hope that it will be presented as a 
whole. Our interest is in a better housed America for all families. We want 
the home-building industry to prosper. We hope that the use of Federal aids will 
guide jt into the areas of greatest need. 

We believe that this committee, and its counterpart in the Senate, provide the 
forums to which all of us must look if the answer to this problem is to be found 
and if homes are to be built for those whose needs are most pressing. It is our 
hope that by the next session of the 83d Congress you will be ready to present a 
total program around which those who believe in America’s future can rally. 


STATEMENT OF THE AMERICAN Councit ON HumAN RiGuts, WasHInoton, D. C. 


Mr. Chairman, I am Elmer W. Henderson, executive director of the American 
Council on Human Rights, and, at the outset, I wish to express my appreciation for 
this opportunity to appear in behalf of the American Council on Human Rights in 
general support of House bill 5667, to amend further the National Housing Act, 
as amended. Not only do we generally support the particular amendments 
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proposed in this bill, Mr. Chairman, but, on the basis of our experience, we would 
urge favorable consideration of two further amendments designed to enhance the 
effectiveness of the National Housing Act and its administration toward serving 
the housing requirements among nonwhite and white families alike commensurate 
with their proportions in the market demand for private housing. 

Mr. Chairman, for the convenience of the committee and in order to conserve 
its time, I have here assembled, in a manner not previously done, so far as | know, 
the factual documentation of our position which | wish to file with the committee 
and request its printing in the record at this point. (See exhibit A.) 

To summarize briefly, our position is this: It is a well-recognized fact that, in 
acquiring decent housing, Negro and other racial minorities experience special 
difficulties beyond those which confront others. In spite of some discernible 
measure of improvement achieved in the housing situation among racial minorities 
during the past decade, wide disparities still obtain between the housing situation 
among white and nonwhite families as revealed by census and other factual data. 
Such data also attest that nonwhites have usually received less housing value per 
dollar spent by them for shelter than do whites, and likewise less favorable home 
financing terms. These are the inevitable results of traditional practices which 
differentiate local housing markets and supplies on the basis of race and have 
tended generally to restrict or exclude nonwhites from the better housing and 
newly developed neighborhoods, and thus constricted them generally into the 
poorer housing and largely within the more crowded, blighted, and slum areas. 

The need for concerted effort to expand and improve the housing and home 
financing available to racial minorities has increasingly become recognized as an 
area of housing stress during the past decade, as well as one of the most compli- 
cated problem areas. A prime objective of this effort is more nearly to equalize 
housing opportunities to all racial groups by securing more extensive efforts of 
private enterprise in expanding and improving the supplies of housing and finane- 
ing available to minority group families commensurate with their effective market 
demand—an area of the market most generally neglected in the past. 

In order, therefore, to reinforce the focus of attention and action upon allevi- 
ating these deficiencies, we would propose two amendments and urge their 
acceptance for inclusion in H. R. 5667, as follows: 

(1) Amend section 8 of the bill H. R. 5667 to include “Section 213 cooperative 
housing” under the FN MA’s advance commitment authority. 

(2) Amend section 3 of bill H. R. 5667 to inelude another proviso to this effect: 
“That the use of any of the properties for which the mortgage is insured under any 
of the authorizations herein provided for shall be ay ailable on the same basis to 
eligible families of all races, religions, and national origins.”’ 

As a practical case in point, I submit Pelmar Gardens, a 213 project all ready to 
zo as soon as mortgage funds can be obtained. (See exhibit B.) 


(The statement concerning Pelmar Gardens was presented to the 
committee by William Brafman.) 


A 


SIGNIFICANT QuorTaTions oF Facts ON THE TlousING SrruaTioN AMONG 
NONWHITES 


I 


The housing market that exists among Negro families in the United States has 
been in recent vears the subject of increasing interest on the part of builders and 
mortgage lenders. There is growing recognition of the fact that private enterprise 
has done relatively little to make new housing available to these families, and 
that many of them are forced to live in homes far inferior to the homes occupied 
by white families of comparable economic status. Moreover, the greater oppor- 
tunities that are opening for Negroes in various lines of endeavor, the breaking 
down of restrictions imposed by custom and prejudice on their choice of neigh- 
borhoods in which to live, and the favorable experience of many builders and 
lenders who have been active in the housing market to be found among Negroes 
have contributed to a realization on the part of the building industry that this 
market is too important to be overlooked. 

* * * * * * + 

A considerable amount of basic information on nonwhite population, employ- 
ment, income, and housing is now becoming available in publications of the 
census of 1950. (Source: The Nonwhite Housing Market, by editor of FHA 
Insured Mortgage Portfolio, fourth quarter 1951.) 
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IT. (a) 


D. Housing of the nonwhite population 

Despite the genuine advances made in housing during the decade of the forties 
for the nonfarm population generally, the supply available to nonwhites has 
barely kept pace with population changes, and the quality is still far inferior to 
that of whites.! 

Between 1940 and 1950 there was considerable migration of nonwhites away 
from the farm, the total number of farms having declined by 1,400,000 persons 
during the decade. The nonwhite population in nonfarm areas on the other hand 
increased by 40 percent, and the proportion of all nonwhites living in such areas 
increased from 65 percent in 1940 to 78 percent in 1950. While the nonwhite 
population increased by 40 percent in nonfarm areas, the number of dwelling units 
occupied by nonwhites increased by only 37 percent. In contrast, the increase in 
the nonfarm white population was 24 percent and the increase in dwelling units 
occupied by whites was 31 percent. 

These demand and supply relationships are reflected in data on size of house- 
hold, overcrowding, and doubling up of families, all of Which reinforce the conclu- 
sion that the supply of housing available to nonwhites in nonfarm areas has barely 
kept pace with the increased need as the nonwhite population has grown and been 
augmented by migration from farms. Whatever easing there has been in the non- 
housing supply generally between 1940 and 1950, it had not appreciably affected 
the situation of the nonwhite population. 

With respect to quality there is reason to believe that homes of nonwhites in 
nonfarm areas have improved substantially between 1940 and 1950. Neverthe- 
less, they are still far inferior on the whole to those of whites. This is illustrated 
by the following summary from the 1950 census: 


Pereent of families in group 


| | | 
Nonfarm families, April 1950 Total Urban | Rural nonfarm 
| 
l white | Non- thite | NOn- | white | Non- 
| White | white White | white | Whit white 
Living in dilapidated homes 5.4 26.6 | 41) 23.9 | 9.6 37.3 
With no piped running water inside structure 8.0 | 33.0 23) 19.3 26.5 | 85.7 
With no private inside flush toilet Ts 52.1 10.4 41.6 | 40.7 92. 8 
With no private bathing facilities : =e --| 199) 582); 13.2) 493) 41.7 93. 5 
Living more than 1.5 persons per room. 44) 18.2) 3.6 | 16.7 | 7.0 | 23.5 


According to each of these indexes, a very much larger percentage of nonwhites 
than whites lacks homes that provide a minimum standard of safety and comfort. 
This is equally true in urban and rural nonfarm areas. 

A change worthy of note in the housing circumstances of the nonwhite popula- 
tion in rural nonfarm areas is the tremendous growth in home ownership. In 
1959 the proportion of nonwhite homes occupied by their owners was about half 
again as high as in 1940, having increased from 24 to 35 percent of all nonwhite 
homes. While the proportion in 1950 was still substantially below that for white 
homes, the decennial increase was far higher among nonwhites—93 percent— 
than among whites, where the increase was 70 percent. Whether this increase in 
home ownership resulted primarily from a desire on the part of nonwhites to own 
their homes or from inability to find suitable rental quarters, it does imply both a 
desire to improve the quality of their housing, as well as increased financial ability 
to do so. It also suggests that there may be a potential demand for new housing, 
which private enterprise has overlooked. (Source: Fifth Annual Report (1951) 
of Office of the Administrator of the Housing and Home Finance Agency.) 


II. (8) 
HOUSING OF THE NONWHITE POPULATION, 1940 TO 1950 
Summary 


Significant changes have occurred in the population and in the housing in- 
ventory of the United States since the census of 1940. The decade of 1940 to 
1950 was primarily one of expanding national economy. It included periods of 


' An extended ciserssion of the housing for nonwhites is to be found in a study planned for issuance early 
in 1952, Housing of the Nonwhite Population, 1940-50, prepared by the Division of Housing Research, 
Housing and Home Finance Agency. 
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defense preparation, conversion to War production, active participation in war 
cutbacks and partial reconversion, and the inevitable readjustments as the econ- 
omy shifted from defense to war to peace and back again to defense mobilization. 
As with workers in general, nonwhites moved in response to war demands and 
felt the full impact of that period. The necessary wartime limitations on new 
construction were such that the volume of new housing added to the supply for 
anyone was relatively small. To the extent that new housing was constructed 
during 1942-45, it was reserved for essential in-migrant workers in urgent War- 
production areas. The delayed entry of nonwhites into war-produetion employ- 
ment severely limited their eligibility for occupancy of these dwellings. Been 
as nonwhites finally gained increasing employment in war production, traditional 
neighborhood restrictions served to limit housing available to nonwhites during 
that period largely to more intensive use of the crowded areas already occupied 
by this group, supplemented by privately and publicly financed developments 
located generally in areas contiguous to sueh neighborhoods. 

The nature and dimensions of changes during the 10-vear period after April 
1940 were clarified to some extent by sample surveys of housing and population 
conducted by the Rureau of the Census in October 1944, November 1945, and 
April 1947 and more recently by the full 1950 census of population and housing. 
These surveys and censuses also provide the basis for analyzing special impacts 
of World War IT and its aftermaths during the remainder of the 1940-50 decade 
upon the living accommodations available to the nonwhite population, over 96 
percent of which is Negro. They show: 

Significant increases in urbanization and interregional shifts of the nonwhite 
population for the 10-year period ending April 1950 have accentuated its housing 
ditiiculties. 

About 2.7 million nonwhites migrated during World War IT and the immediate 
postwar period, with 1.2 million moving between noncontiguous States, and an 
additional million migrated during the latter part of the decade. 

Of the total nonwhite population, the proportion living in nonfarm areas rose 
from 65 percent in 1940 to /8 percent in 1950. 

The nonwhite population showed a decline of more than 1,400,000 in farm areas, 
largely in the South, accompanied by substantial gains in urban centers of the 
South and all other regions. 

Nonwhites comprised 10.3 percent of the total population in 1950, but occupied 
only 8.6 percent of all occupied dwelling units. 

‘The nonwhite population increased at a faster rate than the number of dwelling 
units it occupied (15 percent against 10 percent) whereas the reverse was true 
for whites (14 percent against 23 percent). For nonfarm areas alone, the non- 
white population rose by nearly 40 percent, while the number of dwelling units 
it occupied increased by only 31 percent. 

The nonfarm dwelling units occupied by whites in 1950 were, on the average, 
larger than those occupied by nonwhites, yet the average nurnber of persons per 
dwelling unit occupied by whites and nonwhites was practically the same. At 
the same time, the proportion of overcrowded units (with more than 1'4 persons 
per room) among nonfarm dwellings occupied by nonwhites was some 4 times 
as igh as that for whites, and the nonfarm rate of doubling (married couples 
rooming with other families) was 2'4 times as high among nonwhites as among 
whites. 

Annual money earnings of nonwhite workers not only doubled but apparently 
trebled during the decade, as indicated by rough comparison of census data on 
yearly incomes for 1989, 1945, and 1949. ‘This increase in earnings was associated 
with, and presumably reflected in, the higher rates of it provement in housing 
supply as well as increase in home ownership among nonwhites than whites. Yet, 
at the end of the decade in 1950, there still remained broad differentials in the 

roportionate supply and quality of housing available to nonwhite and white 
amilies, and homes among nonwhites continued to show greater proportionate 
need for improvement than did those of whites. 

In nonfarm housing only, the proportion of dilapidated homes among non- 
whites was 5 times as high as among whites (27 percent compared with 5.4 per- 
cent) and, in addition, the proportion of homes not dilapidated but lacking in 
one or more of piped running water, private flush toilet, private bathtub or 
shower was more than twice as high among nonwhites as among whites (35 
percent compared with 17 percent). 

The pre-1930 long-term trend toward homeownership in nonfarm areas was 
given a big fillip during the decade 1940-50, when the proportion of nonfarm 
homeowners among nonwhites rose by 93 percent, and among whites by 70 
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percent. Even so, nearly two-thirds of the nonwhite households in nonfarm 
areas were still renters in 1950, compared with 45 percent of white nonfarm 
households. 

The disparities between market values of nonfarm homes owned by nonwhite 
and white families were considerably narrowed during the 10-vear period ended 
1950. Even so, the median values of homes owned by whites in 1950 still ex- 
ceeded those of nonwhites by roughly more than 2% times—S$7,700 compared 
with $3,000 for nonfarm homes, and $8,700 compared with 83.700 for urban 
homes. 

Coneurrent with rising incomes and homeownership, a higher proportion of 
nonwhite than white homeowners apparently acquired more nonfarm home 
mortgages than they paid off during this decade. For nonfarm homes only, the 
proportion of non-white-owned homes which were mortgaged rose from about 
24 percent in 1940 to 38 percent in 1950, but the corresponding proportion for 
whites declined from 46 to 4 percent. Mortgage finance is still less readily 
available to nonwhites than to whites, in spite of the very considerable improve- 
ment during the decade. 

Monthly rents in nonfarm areas were generally half again as high in 1950 as 
they were in 1940. The upward shift in distribution of rents paid was such that 
1 in every 5 nonwhite households living in nonfarm rental units in 1950 was paying 
$40 or more for monthly contract rent and over a third paid $30 or more, compared 
with 4 percent and 10 percent, respectively, in 1940. The rise in median rents was 
108 percent for nonwhites compared with 64 percent for whites. The nonfarm 
median contract rent paid by nonwhites in 1950 was $25 compared with $37 for 
whites, whereas in 1940 it was $10 and $21, respectively—-thus was reflected a 
narrowing of the relative spread between rent levels of the two groups. These 
rent differentials appear more than compensated by the much lower quality and 
hence value of housing to which nonwhites have been generally constricted. 

Evidence of the pressure on nonwhite households to acquire more and better 
housing emerges from the data on their excessive overcrowding, doubling, and 
occupancy of substandard dwelling units, as well as from their improved ecouomic 
status. If the measurable advance shown in the housing of the total population 
between 1940 and 1950 could be made in the face of the severe building material 
and labor shortages encountered, particularly in the first 7 vears of that period, 
much more significant improvement should be possible in the vears ahead, once the 
demands for critical materials by the defense program have slackened. As the 
data presented in this report indicate, this applies with particular emphasis to the 
housing of the nonwhite population. The economie advances of this group during 
World War II and the postwar vears appear to have continued substantially into 
the beginning of the current decade of the 1950’s. In fact, the current defense 
mobilization program may well further stimulate the economic progress of the 
minority groups. 


(The five charts which accompanied this exhibit have been filed 
with the committee.) 
Ill 


“There are * * * special areas of potential demand which as yet have not 
been given the attention on the part of builders that they deserve. Probably 
the most important of these is housing for the nonwhite population. An analysis 
of the housing of nonwhites in 1940 and 1950 leads to the conclusion that there is 
not only a vast unmet need for better housing among nonwhites but that there is 
also considerable unmet market demand. Gains in employment opportunities in 
better-paying jobs and greater employment security have resulted in an appre- 
ciable increase in purchasing power of a large segment of the nonwhite population 
and a desire for better accommodations than those they are compelled to occupy. 
The translation of these desires into better housing has been limited by the 
reluctance of many builders and lenders to enter this market. Considerable 
opportunity would appear to exist for those builders who learn how to tap this 
large potential source of demand.’’ (Source: Sixth Annual Report (1952) of the 
Office of the Administrator of the Housing and Home Finance Agency.) 


IV 


A section of the market that is still comparatively undeveloped, although there 
is growing recognition of its possibilities for sound investment, is the financing of 
homes for minority groups. Some mortgage lenders have had long experience 
in financing homes for minority groups, some have only recently entered the field, 
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and others are just beginning to realize its possibilities for profitable investment. 

A recent statement of the Mortgage Bankers Association, quoted in part below, 
sets forth a reasonable point of view from which to survey the market for minority- 
group housing: 

“4 good home loan does not depend on the race, color, or creed of the borrower. 
It may rather be defined as one which has the following principal characteristics: 

“(a) Its underlying security is a sound structure with a future economic life 
long enough to permit complete amortization of the loan before the building is 
worn out or outmoded. 

“(h) The mortgaged property is located in a neighborhood sufficiently stable 
and desirable to attract people having an income large enough to make the required 
payments throughout the term of the loan. 

“(¢) The borrower is able and willing to meet all his loan payments and tax 
requirements and to make sacrifices necessary to maintain his property. He also 
has an adequate income and employment sufficiently permanent to justify granting 
of the loan. 

“Tt is the policy of the Mortgage Bankers Association to inake loans available 
to all people without distinction as to race, color, or creed, within the limitations 
of sound lending practices.” 


MORTGAGE EXPERIENCE 


The Atlantic Federal Savings & Loan Association, which has been making 
loans to Negro borrowers for over 20 years, has this to say about its experience: 
“This association has financed Negro housing from its date of organization in 
1928. We find no reason why we should refuse to finance this group of our people. 
“Our record with Negro loans has been unusually good. This has been par- 
ticularly true in the case of FHA-insured mortgages, inasmuch as the monthly 
ayments are small and come nearer fitting into the Negro’s budget. It would 
e a guess as to the number of Negro loans which this institution has made, but 
we have financed some 500 units for one Negro contractor under FHA-insured 
mortgages. We prorose to continue to finance Negro housing. 

M. K. Revill, vice president of the Union Planters National Bank & Trust Co., 
Memphis, Tenn., writes: 

“In our surveys preliminary to these financial undertakings we have been 
impressed by the type of housing available for Negroes and the exorbitant rents 
which are charged for available accommodations. There is a large group of 
Negroes in every southern city able, willing, and eager to pay a fair rent for 
adequate housing which, until recent vears, has not been available to them. 

“We feel that encouraging builders to supply the type housing for whieh this 
influential minority group literally pleads is not only profitable to the constructor, 
but will definitely have a constructive influence on the tenants. It is our belief 
that comfortable and respectable living quarters cannot help but raise the level 
of citizenship of the people enjoying them, and the plan of financing offered 
constitutes, we think, a sound undertaking for the builder and an attractive 
investment for the bank. 

“We cannot stress the importance that we attach to this type of enterprise 
more than to say we have allotted a substantial percentage of our loan portfolio 
to investment in such housing.” 

These statements, which do not represent isolated experiences, are borne out 
further by the observations of FHA field directors. * * * A typicai statement is 
the one received from the Los Angeles director, who estimates that his office has 
insured more than $6 million in minority-group housing loans since 1944: 

‘In summary, on the basis of convacts with lending institutions, builders, 
and investors who have had experience wilh Negroes in home financing on sound 
economic principles, a uniformly excellent record with Negroes as credit risks 
has been established. In addition to favorable credit experience, these groups 
are enthusiastic about the way Negroes maintain and improve their properties.” 

The State director in Georgia made the following comment: 

“During the past 14 years the Atlanta FHA insuring office has insured a great 
number of mortgages financing the purchase of homes for Negro families. Not 
one of these Negro homes has been foreclosed and handed over to the FHA by 
the lending institution in exchange for debentures. As a general rule these 
families meet their monthly payments prompily. 

“My experience during the past 15 years has convinced me that the Negro is 
a good credit risk in home finance as long as he receives a fsir aeal in value for 
his money.” 
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Time after time in comments from inside and outside the FHA it has been 
emphasized that when the same standards are applied there is no difference as a 
credit risk between a borrower who is a member of a minority group and any other 
borrower. The difficulties that are experienced usually develop when borrowers 
of any race are not given good value for their money and when they are allowed 
to assume debts beyond their ability to pay. 

The improved economic status of the Negro is reflected in his insistent demand 
for better housing. Negroes are increasing their own efforts to provide better 
housing for members of their race. Negro builders such as W. H. Aiken in 
Atlanta, Mr. and Mrs. W. J. Edwards in Oklahoma City, and Joseph Bartholomew 
in New Orleans are doing outstanding work. More money to finanee housing for 
Negroes is being provided by Negroes. In June of this vear there were 29 savings 
and loan associations operated by Negroes, with 5 Federal and 14 State-chartered 
associations established as members of the Federal Home Loan Bank System. 
Several mutual ownership projects are going ahead. A number of FH A-insured 
projects have Negro sponsors. (Source: A Wider Field for Mortgage Lending, 
by editor of FHA Insured Mortgage Portfolio, Fourth Quarter 1949.) 


V. (a) 


Right now a change is taking place in appraisal thought with respect to the 
opinion held on the effect of the infiltration or invasion of minority groups 
on white neighborhoods. 

Most appraisal texts treat the problem from the viewpoint of 20 vears ago 
when it wes commonly helieved by nearly all that the presence of Negroes or 
other minorities in a neighborhood was a serious value-destroving influence. 
Appraisers were considered remiss in their duty if they failed to discover and 
report the presence of any minority member anywhere in the neighborhood of 
the subject property. Some appraisers kept maps outlining all the neighbor- 
hoods cecupied by minorities for ready reference. This tvpe of thinking is under- 
going a change. There are many locations where such generalizations are uo 
longer true. 

On May 3, 1948, the United States Supreme Court rendered its historie deci- 
sion that restrictive covenants were contrary to public policv and unenforceable 
by court action. This focused the attention of nearly everyone on a problem 
which had become increasingly acute for many vears. 

Diiing World War Il, when the population of Los Angeles increased by 20 
nercer t, the nonwhite population increased by more than 100 percent. ‘This 
was typical of the influx of the minorities into many of our large metropolitan 
centeis where thousands crowded in to join the shipbuilding and aircraft trades 
and other war-born industries. The rapid increase of Negroes in American 
cities is a 20th century phenomenon which was accelerated by war, but which 
will probably continue until the Negro population is more evenly dispersed 

The residential areas to which the Negro had been habitually confined liters lly 
bulged and broke at the seams. The housing conditions within those areas 
were unbelievably bad and a disgrace to the country. The problem of housing 
accommodations for Negroes was a complex one of low income, neighborhood 
restrictions which confined them to small areas plus a housing shortage within 
those areas. This resulted in overcrowding, congestion, and blight; slums were 
created or accentuated. The advancing age of the structures coupled with the 
lack of maintenance by indifferent and greedy absentee owners, who knew it 
was not necessary to maintain the properties to hold tenants when the shortage 
Was so acute, Was the primary cause of the slum eondition—the dwellers were not. 

Whites observing Negroes living under those conditions are prone to blame 
the Negro for that condition, whereas the Negro was the victim—not the cause. 
(Blaming Negroes for the slums is akin to blaming the prisoners for the existence 
of the concentration camps of Russia.) 


PROJECTS FILLED 


The FHA annually makes a survey of all the large scale rental housing projects 
financed with FHA mortgages which reveals the vacancies, rent levels, turnover, 
ete., in each of these rental properties. The reports from the Negro projects in 
the Los Angeles area disclosed that there were fewer vacancies, higher rents end 
smaller turnover in those units than in comparable units in white neighborhoods. 
A typical remark by the owner of a 12-unit apartment in a neighborhood on the 
southwest side of Los Angeles which is in transition from white to nonwhite was, 
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“Our building has 100 pereent Negro occupancy. Rent payments are prompt 
and we have a waiting list of prospective tenants.’’ A look at the rents makes 
this statement even more startling. The l-bedroom units were rented at SS5 
and the 2-bedroom apartments at S110 per month, which wes considerably higher 
than the rents for comparable units in white neighborhoods. 

During the war certain priority allotments were issued to builders for the 
sole purpose of providing housing for Negro warworkers. Several thousand 
residential units in tract developments that were built in Los Angeles under this 
program have been most suecessful. Foreclosures have been very few—less 
percentagewise than for the area as a whole—and there have been no mortgage 
losses sutained in any of these traets. ‘The resale market has been excellen 
This favorable loan experience has attracted the attention of many mortgage 
lenders, and more and more of them are becoming interested in this type of security. 


VALUES UPHELD 


It has been apparent that Negro families have responded readily to the stanc- 
ards of good neighborhood living. A report by the FHA on one neighborhood 
stated, “The infiltration of Negro owner-oceupants has tended to appreciate 
proverty values and neighborhood stability in contrast to its depreciating use by 
white families as a rental area.” 


RISK LESSENED 


The continued financial ability to meet the obligation is the requirement thet 
raises Many doubts. It is apparent that a sizable segment of the minority 
population have unstable incomes and are employed in low-wage occupations. 
Percentagewise very few of these people earn over $40 per week. Obviously not 
many of this group can afford home ownership at today’s high costs. But an 
increasing number of Negroes belong to another group. Today, the civil-service 
employee the public-utilitvy worker, and the professional man earn as much es 
their white coworkers and enjoy equal economic stabilitv. Conditions have 
changed. This was not true 20 years ago—20 vears ago was a whole generation 
ago. Those of the current generation through compulsory edueation and the 
changed attitudes of Government and large emplovers, sparked by the civil-righis 
program, are infinitely better off than their fathers. Their span of available 
occupations covers the range formerly open only to whites. The Negro popula- 
tion will never again suffer the tremendous labor cutbacks of both wages and 
opportunities which occurred in the past. There is a large segment of the minority 
group which presents no additional risk because of its race. Consequently valve 
changes in the future in the better Negro sections will be much the same as in 
predominantly white sections. 


RAPID TURNOVER 


It usually will be found that sales activity is greater in racially mixed areas, 
especially in the low and moderate price ranges, and that the high effective demand 
among Negro buyers not only sustains price levels but often increases them, 

Actually whether prices rise or fall depends upon the extent of the demand and 
the ability of the market to bid up prices, and has nothing to do whatscever with 
racial characteristics. Generally speaking the Negro homeowner pays higher 
prices than his white prototype because his color restricts his field of operations. 
(Source: Values in‘ Transition Areas: Some New Concepts,”’ by Pelden Morgan, 
in the Review of the Society of Residential Appraisers, Mareh 1952.) 


V. (p) 


* * * “Today there is an appreciable number of middle-income, urban non- 
white families. They are caught between slum clearance, resi lential segrezation, 
and lack of new construetion. Competing with them for a restricted supply of 
existing housing available to colored families is an increasing number of non- 
whites of all income levels who are being displaced by slum clearance under title I 
and by other publie improvements.” 

* * * * * * * 

“In the meantime additional nonwhites are moving to urban venters where 
they augment the pressure on the existing supply of shelter. Negroes with new, 
higher incomes, too, are looking for better housing. Poth groups—the neweom- 
ers and displaced and the dissatisfied compete in a limited market.” 

* * * * 


* * * 
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Time after time in comments from inside and outside the FHA it has been 
emphasized that when the same standards are applied there is no difference as a 
credit risk between a borrower who is a member of a minority group and any other 
borrower. The difficulties that are experienced usuaily develop when borrowers 
of any race are not given good value for their money and when they are allowed 
to assume debts beyond their ability to pay. 

The improved economic status of the Negro is reflected in his insistent demand 
for better housing. Negroes are increasing their own efforts to provide better 
housing for members of thei ir race. Negro builders such as W. H. Aiken in 
Atlanta, Mr. and Mrs. W. J. Edwards in Oklahoma City, and Joseph Bartholomew 
in New Orleans are doing outstanding work. More money to finanee housing for 
Negroes is being provided by Negroes. In June of this year there were 29 savings 
and loan associations operated by Negroes, with 5 Federal and 14 State-chartered 
associations established as members of the Federal Home Loan Bank System. 
Several mutual ownership projects are going ahead. A number of FHA-insured 
projects have Negro sponsors. (Source: A Wider Field for Mortgage Lending, 
by editor of FHA Insured Mortgage Portfolio, Fourth Quarter 1949.) 


V. (a) 


Right now a change is taking place in appraisal thought with respect to the 
opinion held on the effect of the infiltration or invasion of minority groups 
on white neighborhoods. 

Most appraisal texts treat the problem from the viewpoint of 20 years ago 
when it was commonly believed by nearly all that the presence of Negroes or 
other minorities in a neighborhood was a serious value-destroying iifluence. 
Appraisers were considered remiss in their duty if they failed to discover and 
report the presence of any minority member anywhere in the neighborhood of 
the subject property. Some appraisers kept maps outlining ali the neighbor- 
hoods cecupied by minorities for ready reference. This tvpe of thinking is under- 
going a change. There are many locations where such generalizations are io 
jonger true. 

On May 3, 1948, the United States Supreme Court rendered its historie deci- 
sion that restrictive covenants were contrary to public policy and unenforceable 
by court action. This focused the attention of nearly everyone on a problem 
which had become increasingly acute for many vears. 

Duiing World War Ll, when the population of Los Angeles increased by 30 
vercer t, the nonwhite population inereased by more than 100 percent. ‘This 
was typical of the influx of the minorities into many of our large metropolitan 
eenteis Where thousands crowded in to join the shipbuilding and aircraft trades 
and other war-born industries. The rapid increase of Negroes in) American 
cities is a 20th century phenomeron which was accelerated by war, but which 
will probably continue until the Negro population is more evenly dispersed 

The residential areas to which the Negro had been habitually confined liters lly 
bulged and broke at the seams. The housing conditions within those areas 
were unbelievably bad and a disgrace to the country. The problem of housing 
accommodations for Negroes was a complex one of low income, neighborhood 
restrictions which confined them to small areas plus a housing shortage within 
those areas. This resulted in overcrowding, congestion, and blight; slums were 
created or accentuated. The advancing age of the structures coupled with the 
lack of maintenance by indifferent and greedy absentee owners, who knew it 
Was not necessary to maintain the properties to hold tenants when the shortage 
Was so acute, Was the primary cause of the slum condition—the dwellers were not. 

Whites observing Negroes living under those conditions are prone to blame 
the Negro for that condition, whereas the Negro was the victim—not the cause. 
(Blaming Negroes for the slums is akin to blaming the prisoners for the existence 
of the concentration camps of Russia.) 


PROJECTS FILLED 


The FHA annually makes a survey of all the large scale rental housing projects 
financed with FHA mortgages which reveals the vacancies, rent levels, turnover, 
ete., in each of these rental properties. The reports from the Negro projects in 
the Los Angeles area disclosed that there were fewer vacancies, higher rents and 
smaller turnover in those units than in comparable units in white neighborhoods. 
A typical remark by the owner of a 12-unit apartment in a neighborhood on the 
southwest side of Los Angeles which is in transition from white to nonwhite was, 
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“Our building has 100 percent Negro occupancy. Rent payments are prompt 
and we have a Waiting list of prospective tenants.’” A look at the rents makes 
this statement even more startling. The l-bedroom units were rented at S85 
and the 2-bedroom apartments af $110 per month, which wes considerably higher 
than the rents for comparable units in white neighborhoods. 

During the war certain priority allotments were issued to builders for the 
sole purpose of providing housing for Negro warworkers. Several thousand 
residential units in tract developments that were built in Los Angeles under this 
program have been most suecessful. Foreclosures have been very few—less 
percentagewitse than for the area as a whole—and there have been no mortgage 
losses sutained in any of these tracts. ‘The resale market has been excellen 
This favorable loan experience has attracted the attention of many mortgage 


lenders, and more and more of them are becoming interested in this type of security. 


VALUES UPHELD 


It has been apparent that Negro families have responded readily to the stanc- 
ards of good neighborhood living. A report by the FHA on one neighborhood 
stated, “The infiltration of Negro owner-occupants has tended to appreciate 
proverty values and neighborhood stability in contrast to its depreciating use by 
white families as a rental area.” 


RISK LESSENED 


The continued financial ahility to meet the obligation is the requirement thet 
raises many doubts. It is apparent that a sizable segment of the minority 
population have unstable incomes and are employed in low-wage occupations. 
Percentagewise very few of these people earn over $40 per week. Obviously not 
many of this group can afford home ownership at today’s high costs. But an 
increasing nunber of Negroes belong to another group. Today, the civil-service 
enplovee the public-utility worker, and the professional man earn as much es 
their white coworkers and enjoy equal economic stability. Conditions have 
changed. This was not true 20 vears ago —20 vears ago was a whole generation 
ago. Those of the current generation through compulsory education and the 
changed attitudes of Government and large emplovers, sparked by the civil-righ's 
program, are infinitely better off than their fathers. Their span of available 
occupations covers the range formerly open only to whites. The Negro popula- 
tion will never again suffer the tremendous labor cutbacks of both wages and 
opportunities which occurred in the past. There is a large segment of the minority 
group which presents no additional! risk because of its race. Consequently valve 
changes in the future in the better Negro sections will be much the same as in 
predominantly white sections. 


RAPID TURNOVER 


It usually will be found that sales activity is greater in racially mixed areas, 
esreciaily in the low and moderate price ranges, and that the high effective demand 
among Negro buyers not only sustains price levels but often increases them. 

Actualiv whether prices rise or fall depends upon the extent of the demand and 
the ability of the market to bid up prices, and has nothing to do whatscever with 
racial characteristics. Generally speaking the Negro homeowner pays higher 
prices than his white prototype because his color restricts his field of operations. 
(Source: Values in ‘‘ Transition Areas: Some New Concepts,”’ by Pelden Morgan, 
in the Review of the Society of Residential Appraisers, March 1952.) 


¥.. 


* * * (Today there is an appreciable number of middle-income, urban non- 
white families. They are caught between slum clearance, resi lential segrezation, 
and lack of new construction. Competing with them for a restricted supply of 
existing housing available to colored families is an inereasing number of non- 
whites of all income levels who are being displaced by slum clearance under title I 
and by other public improvements.” 

* * * * * * * 

“In the meantime additional nonwhites are moving to urban centers where 
they augment the pressure on the existing supply of shelter. Negroes with new, 
higher incomes, too, are looking for better housing. Both groups —the neweom- 
ers and displaced and the dissatisfied — compete in a limited market.” 

* * * * * * * 


200 HOUSING AMENDMENTS OF 1953 


“Tn the current situation a smailer proportion of white families is being dis- 
placed by Federal programs, and those who are forced to seek new shelter compete 
in a much larger and freer housing market. Thev have access to 98 percent of 
the new housing and most of the desirabie structures in the second-hand market. 

“Approximately 9 million new dwelling units were construeted by private 
enterprise during the period 1935-50. Of this total, no more than 100 000 or 
slightiy over 1 percent, have been available to nonwhites. While a part of the 
discrepancy refieets the lower economic status of colored families, a far larger 
part of it results trom widespread exclusion of nonwhites from new areas and brew 
construction. The FHA-asided segment of the new-house market, despite widely 
publicized encouragement of minority groups’ participation, has an only slightly 
better record. Probably no inore than 50,000 of the 2,761,000 dwelling units 
benefiting from FHA insurance during the period 1935-50 were available to 
nonwhites, and their greatest concentration was in the Southeast region where 
existing colored sections were expandable into the outskirts of town. The vast 
majority of this alarmingly smal! total was in completely segregated areas or 
communities. 

“The process, therefore, is as follows: Middle- and upper-income whites are 
moving into the suburbs. Negroes of all income level are, in turn, moving into 
a limited amount of the housing the whites leave behind. But because FH A- 
insured housing has a single, low-interest mortgage, the white home purchaser 
enjoys a low rate of interest. In contrast to him, the Negro homeowner usually 
falls heir to property on which a 50- to 60-percent mortgage (as contrasted to 80 
percent FH 4 insurance mortgage) isthe maximum, Since the Negro homeowner’s 
mortgage is not insured, the interest rate is universally higher than that on an 
I HA-insured dwelling. And the Negro has to take junior mortgages, with 
their frequentiy high discounts and usually high interest rates. Because of the 
limited market, often the price of the house the Negro buys 1s disproportionately 
high in relation to its value and the purchaser’s income, This occasions still 
larger junior mortgages and still higher interest rates and carrying charges. 

“Por a lower sales price and much lower interest and carrying costs, the middle- 
income white family can get a new, modern, well-designed (if often poorly con- 
structed) structure. It is frequently located in a community and a neighborhood 
where there are modern and adequate facilities and where there is reasonable 
chance that values will either increase or where the chances for rapid decline are 
somewhat slight (barring general deflation of real estate values). The Negro 
homeowner seldom gets any of these benefits flowing from FHA mortgage 
insurance. The house he buys is old and, even if structurally sound, frequently 
requires higher upkeep costs. Since it is in a neighborhood from which cocupants 
are fleeing, its community facilities, both public and commercial, are Seldom new 
or well maintained and often inadequate. Values may be sustained, provided 
the necessity for relocation does not create so much pressure for housing as to 
occasion highly profitable overcrowding or undesirable conversions. 

‘“‘When one considers the absolute cost of Negro-owned homes, their real value 
and the economic discriminations involved in their purchase, it appears that the 
increase from 23 to 34 percent in homeownership among nonwhites during the 
last decade has not been an unmixed blessing. 

“At the same time that the Negro homeowner is paying through the nose, 
the Negro community as a whole is losing its toehold on desirable sites, destined 
for slum clearance. The desirability of areas now occupied by Negroes can be 
gleaned from the fact that they are to be redeveloped for middle- and high-income 
occupancy. This threat—already realized in 1 or 2 instances—of Negroes being 
displaced from well-situated sites to make way for white housing has come to 
be called Negro clearance. Such action not only involves involuntary dis- 
placement, but it accelerates, with Federal assistance, the growth of residential 
segregation in American cities. It also introduces residential segregation in 
areas where it previously didn’t exist. 

“This is as unnecessary as it is undesirable. The basic legislation provides 
for the assembly of vacant and semivacant sites as a part of a local slum clearance 
program. So far the Housing and Home Finance Agency has minimized this 
possibility thereby accentuating the shortage of shelter, complicating relocation 
and increasing seriously the problem of housing for minorities. More than that, 
failure to exploit vacant and partially vacant sites under title I means default of 
a vital tool which could be used to provide more land space and more new public 
and private housing available to nonwhites. Here is a potential but unrealized 
area for coordination between the slum-clearance and FHA programs.” (Source: 
Address by Dr. Robert C. Weaver, author of the Negro Ghetto, at National Con- 
ference on Discrimination in Housing, New York City, May 20, 1952.) 
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VI 

To many a thoughtful builder, one of the shameful facts of the postwar housing 
boom has been private industry’s comparative lack of building for nonwhite 
citizens. Nobody disputes that their need is the greatest. But building minority 
housing involves extra problems ranging from tedious to awesome. In the years 
when the white market clamored to buy almost anything with four walls and a 
roof, only a handful of homebuilders produced for nonwhites. 

This spring, as farsighted builders eye the coming drop in family formation 
and ponder how they can keep selling the million homes a vear that mean pros- 
perity, interest is turning to the untapped market for minority housing. 

One sign was arush of oratorical eloquence. Perhaps Philip M. Klutznick, the 
former FPHA chief who is now president of Chieago’s American Builders, posted the 
problem most forcefully. Said he: 

“There was a time when a person who discussed this problem was considered a 
‘do-gooder’ or ‘leftist’ or even worse. Now it is no longer a matter of political 
ideology. Our treatment of this aspect of our housing concern may well determine 
our ability to save many of our cities from central deterioration and decay 
physically. * * * Honesty compels the admission that we have failed miser- 
ably. * * * We need to recognize the fact and move forward.” 

Simply put, the land problem is segreation. Says Chieago’s Builder Klutznick: 
“More than anything else the Negro housing probem, is the search for space in 
our urban centers on which to build home. * * * We cannot pretend to mean 
what we say about abolishing slums and still continue to force large groups of 
people into tight geographical pockets of poverty where we compel ther to 
increase at their own peril and simultaneously deny them the opportunity to 
expand into space that is a prerequisite for decent living.” 

One of the first to capitaiize on the new Negro market was Atlanta attorney 
Morris Abram, a crew-cut ex-Rhodes scholar. Says he: ‘3 vears ago, I suddenly 
woke up to the fact that Negroes’ incomes had radically changed—not in expand- 
ing to new fields, | ut in a general upgrading of wages. Many were making $50 
to $60 a week, but r:mained sium dwellers. There was no place for them to go.” 
Abram’s answer was to help sponsor Highpoint Apartments, the South’s first big 
(452-unit) private Negro housing project. It has rents $45 to $55 a month. Yet 
about 20 percent of Highpoint’s tenants (schoolteachers, doctors and nurses, 
postal clerks and carriers, and some jaborers) came from public housing. Another 
20 percent graduated directly from slums. 

A few other builders who have overcome the knottiest problems of building 
for Negroes, land and financing have found easy sales. 

Earl “Flat Top’? Smith erected a 425-home development, Parchester Village, 
on unineorporated land just outside Richmond, Calif. (a San Francisco industrial 
suburb) 3 vears ago, advertised its open occupancy with the smooth phrase: 
“This is a home community fer all Amerieans.”” Says Smith: ‘‘We had no idea 
whether we'd get integration (of white and nonwhite families) or not.’”” He wound 
up with a 100 percent Negro community of his $6,500 to $8,000 homes (VA- 
guaranteed). Today, less than haif a dozen show signs of disrepair, and Smith is 
so pleased with the civic pride of Parchester’s residents he says ‘‘I’d build another 
1,100 houses there if I could get the financing’’ (he has the lots). Until recently, 
Smith’s was the only postwar subdivision near San Francisco where Negroes were 
welcomed as customers. 

In Philadelphia, Developer Daniel Gervinson recently reported that his 
Flamingo Apartments, the city’s first privately operated biracial apartment, had 
100 percent occupancy. The 15-story, 300-unit building was built a year ago, 
despite advice that such a venture was “‘financial suicide.’’ Gervinson says 
maintenance costs are lower, and rent collection prompter (average rent: $26 a 
room) than in four all-white projects he also operates. 

In Houston, Builder Melvin A. Silverman found that mortgage payments from 
Negroes in the 236 single-family homes in his Pleasantville development “come 
in far more promptly than any of (his mortgave company's) other subdivisions.” 
Pleasantvil.e’s 2-bedroom homes sold for $7,075 (FHA), the 3-bedroom models 
for about $1,000 more. The $10.50-a-week rent in Pleasantville’s 300 apartments, 
Silverman adds, is ‘no greater” than in many of Houston’s Negro slums. Says he: 
“Tenants taken from slums take for greater care of their apartments and the 
general premises than many families living in the finer sections of town.” 

In Miami, Investors Diversified Services, Inc. found the foreclosure rate on its 
1,001-house Bunche Park less than 2 percent, which it calls ‘extremely low for 
colored home buying in the South.’”” Bunche Park 2-bedroom homes sold for 
$5,725; three-bedroom homes cost $6,325 on 75 by 100 foot lots. 
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Rising incomes have dramatically swelled the percentage of nonwhile United 
States families whose annual income is enough to buy homes. (FHA says a family 
wiih 82,000 a vear income is the bottom limit of eligibility in some cities.) 


The rise in Negro income 


[Median incomes, United States population] 


Nonwhite 
Year Potal Nonwhite White as a pereent 
| of white 


1950 $2, 133 $1, 295 
2,0 1, O44 
144s 2, 017 , 210 
194) 1, 865 | RS 
1930 S77 


Source: Census Bureau. 


Nore.—1939: family income for nonwhites, 1910 census, includes wages, salaries, and ‘other income” 
(from roomers and boarders, business } its, professional fees, receipts from the sale of farm products, rents, 
interest, dividends, unemployment compensation, direct relief, old-age assistance, pensions, annuities, 
royalti’s, regular contributions from persons other than members of immediate family, and income received 
in kind from sources other than the immediate family). 1950: Census Bureau's Current Population Survey 
of 1951 gives total money income of nonwhite families (excluding unrelated individuals). 


An arresting but still insufficiently known fact is that Negroes who buy homes 
in transition neighborhoods do not depreciate their value. The first few sales to 
Nezroes often depress market values temporarily. But after the wave of scare- 
selling subsides, prices generally climb past where they were before. 


LENDER EDUCATION 


The basic problem of financing Negro housing, the more candid lenders say, is 
“relative unattractiveness.”” Lenders would simply rather do business with 
white projects, if for no other reason than because they know far more about the 
white market. 

Probably the gradually growing list of successful Negro projects will become the 
most convincing evidence for lenders the nonwhite market can be sound. Says 
Chicago’s mortgage banker Ferd Kramer: “I think the main obstacle to lenders 

utting their money into (Negro) loans is that many of them have never done it. 

believe the edueational program has not gone far enough to date.’ Says a 
Texas mortgage banker: “Investors tell me they have had trouble with projects in 
the North, that defaults have been larger and payment records poorer. I have 
heard one big New York bank say it will take nonwhite mortgages in the South in 
preference to the North. But [ have not found Negro loans are any more trouble 
than others.” (Source: “Non White Housing,’’ House and Home, April 1953.) 


Srarement or Henry G. Warrevapr, CHAIRMAN, REALTORS’ WASHINGTON 
COMMITTEE OF THE NATIONAL AssocIATION OF ReEat. Esvare Boarps 


Mfr. Chairman and members of the committee, I am Henry G. Waltemade of 
New York, chairman of the Realtors’ Washington Committee of the National 
Association of Real Ustate Boards. committee is the legislative branch of the 
association. We have local real-estate boards located in each of the 48 States, 
with a total membership in excess of 50,000, 

The National Association of Real Estate Boards supports the purposes of 
H. R. 5667 and we wish to be on record as endorsing generally the provisions of the 
bill. 

We should like to make several suggestions concerning FILA legislation regard- 
ing the rehabilitetion of existing dwellings and redevelopment. Slight modcifica- 
tions in the present law would enable FH A to be of greater assistance in rehabilitat- 
ing homes now in need of repair and modecnization. Other changes would 
assist in providing construction for private ownership in areas to be redeveloped. 

Experience in the use of title 1, seetion 2 (b), of the National Housing Act in 
rehabilitating and modernizing existing housing has been exeeptionally good 
We are advised that the average loan insured under this title has been about $560 
and that losses on such loans are practically negligible. 


$2, 481 §2.2 
2, 323 62.1 
1, 980 13.6 
G56 38. 1 
é 
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It has been the experiences of our members. howev r, that the maturity period 
on such loans is inadequate to permit lower monthly pavinents so that broader 
use of title L could be within the reaeh of people who own their homes but who are 
in the lower income brackets. 

We respectfully recommend that the committee give consideration to extending 
the m: at rity time of title 1, section 2 (b) loens from the present 3-v¢ r peri d to 
a inaximum of 5 vears. We are of the opinion that it would not be inflat onary to 


provide a 5-vear ma turits - period. Such a change would make it easier for hon 
owners of lower income to modernize and maintain t 


I heir homes 

Under title I], section 203 of t Nations! Housing Aet, a eitizen ean obtain 
Fil \ loan insur: anee on ¢] home is is to oce pv. Sever i] months after he has 
pureh 1 the lye is FHA inst ce, if 1 OW cuy is moved to 
another city and chooses to rent his property, he is permitted to do so and the 
thus becomes a rental unit. Under seetion 205, howe ve if i mortgagor 
is not the ewner-oeeupant it is impossible under existing lation for such a 
home to becouse @ rental unit. 

We respectf ily Sugeest an amendment t ection 203 so that where the mort- 
gagor is the owner or builder of housing 1 he « btain FIA mortgage 
insurance for the construetion of individual rental housi: zs units. We believe 
such a provision would make possi! t uction of manv more rental u . 

Seetion 207 of title IT of the National tug Act was originally adopted to 
encourage rental housing construetion. ‘e believe that such rental housing 
eons ructio i mizht be adaj d spechic lly tO sium eiearance or ur ‘ban rede 
Ment areas wilh several rmiinor shanties, we sugecest that if it is to be a LD} lied 


specifically to a slum elearance arcs and the property is to be devel ped by a 
limited dividend corporation or a State or loeal int umentality, the law be 
amended to provide for a longer period of amortization to permit the lowest 
possible monthly rent. 

Becnuse of existing neighborhood requirements of FHA, there is presently 
no vehicle available for private builders to provide a lequate finaneing for low 
rent housing in rehabilitated or sium cleared areas. We believe that section 207 
would be of grester assistance if the debentures were reduced from the present 20- 
year period to 10 years 

We also suggest a new maximum dollar mortzage amount of 90 pereent of the 
estimated value of the property or the project, provided each unit would have 
two or more bedrooms and would not exceed, for example, $7,500 to $8,000 per 
unit. This suggested unit limitation would provide full taxpayving housing units, 
as compared with $10,600 tax-free federally subsidized publie housing units. 

In order to avoid any confusion, let me emp hasize that these amendments to 
section 207 would app ly only in the event that the construction is eonfined to 
areas which are the object of slum clearance or urban redevelopment programs 

We endorse the new allowable maximum interest rates of 414 percent on Wherry 
Act housing provided by the bill. I respectfully eall the committee’s attention 
however, to the fact that in some areas we are told that the military has insisted 
on tax exemption for Wherry Act ennekaietinns located on privately owned land 
off the military base. In times like these every municip eit in the Nation, 
with few exceptions, is striving to maintain its tax base. Real estate provides 
an average of more than 50 percent of local tax revenues. We sincerely hope, 
therefore, that permanent Wherry Act housing where located off the base will 
not be subject to exemption from local real estate taxes. Our association has 
consistently supported Wherry Act housing construction as a service to the 
military forces. We are equally consistent in our opposition to any type of 
legislation which removes real property from local tax rolls. 

We are aware that the existing statute does not provide for tax exemption of 
Wherry Act housing. ‘Since the problem has arisen in a number of places, how- 
ever, we respectfully suggest a provision which would clarify the intent of Con- 
gress that such projects located off a military base are not intended to be exempt 
from local real estate taxation. 

We thank the committee for this opportunity to present the views of our 
association. 


SraTEMENT OF CLARENCE Director oF THE WASHINGTON BUREAt 
NATIONAL ASSOCIATION FOR THE ADVANCEMENT OF COLORED PEOPLE 


Mr. Chairman and members of the committee, Iam Clarence Mitchell. director 
of the Washington Bureau of the National Association for the Advancement of 
Colored People. 
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We ask that under section 4 of the bill before you there be attached a proviso 
that none of the authori* tion may be used in insuring » mortgage or loan on any 
property from which persons otherwise eligible are excluded because of race, color, 
religion, or origin. 

Tie standard private practice of exeluding colored persons from desirable 
neizliborhoods and restricting them to a few sharply defined areas which sets the 
paicern of use of schools, playgrounds, clinics, transportation, end other public 
facilities has been faithfully followed by the Federal Housing Agencies. Thes> 
policies of the Federal Housing Agencies negate the effect of United States Su- 
preme Court decisions prohibiting legislative or judicial enforcement of racial 
restrictions upon the ownership and use of residential property. 

Beeatise it buys in 9 limited market, the Negro family is unable to bergein 
with others oi equal terms for its shelter and receives less for its housing dollar 
at every level of income. The increasing nonwhite population, in urban areas is 
confined in too little living space. Rental of the overcrowded dwellings swells 
the profits of absentee londlords, runs down the structures and falsely identifies 
race as the cause of neighborhood deterioration. 

The 1950 Census data for nonfarm areas show that the proportion of over- 
crowding among nonwhite families was alimost 4 times greater than among whites; 
and that while only 1 out of every 20 houses occupied by white families was 
dilapidated, the figure for nonwhite families was 1 out of every 4. 

This racial and economic discrimination in housing is the product of actions by 
real-estate operators, builders, lenders, and prejudiced homeowners, buttressed 
by State action. Restrictions on the ownership or use of private residential 
properties by negroes were first imposed by racial zoning ordinances. Such 
ordinances were outlawed by the Buchanan v. Warley, Harmon v. Tyler court 
decisions. When the ordinances were prohibited, racial restrictions were effected 
through judicial enforcement of ‘‘Private’’ restrictive covenants. This form of 
State action was also prohibited by the United States Supreme Court decisions of 
May 1948 in the racial restrictive covenant cases. Supposedly, the housing 
sup! ly was then freed from State action to enforce or support restrictions based 
upon race. 

But beginning in the early 1930's, the United States Government with its exten- 
sive funds, credits, and powers has become increasingly involved in the planning, 
development, marketing, and management of dwellings. Through direct grants 
and subsidies, insurance and other guaranties, Federal assistance has become 
involved in the development of the larger part of the housing supply. In all of 
these prograins—Public Housing Administration, Division of Slum Clearance 
and Urban Redevelopment, Federal Housing Administration, Home Loan Bank 
Board, Veterans’ Administration—the Federal assistance is granted, not directly 
to individual residents but to private developers and lenders or local public agen- 
cies. In no instance is this aid made contingent upon meeting the requirements of 
the 14th amendment or section 42 of title 8 of the United States Code; rather, the 
decisions as to whether or not negroes shall be completely excluded from federally 
aided projects or segregated within them or otherwise discriminated against is 
left almost entirely to the discretion of the private developer, lender or the local 
publie agency. 

The Administrators of governmental agencies have become primary agents in 
the establishment and extension of segregated living. As an example, the Divi- 
sion of Slum Clearance and Urban Redevelopment has granted a contract to the 
local redevelopment agency in Baltimore, Md., for the clearance of a project 
area in what is known as the Waverly neighborhood. Negro and white families 
have lived together in this neighborhood amicably for many vears. After the 
present residents are evicted, the houses demolished and the land assembled, a 
privately financed, FHA-insured project is to be built on the cleared land. In 
public hearings, the private developer, with the concurrence of the local publie 
agency, has announced that Negro families, even though otherwise eligible, will 
be excluded from occupancy on the basis of race. Other cities, such as Washing- 
ton, D. C., are receiving clearance and redevelopment contracts from the Federal 
Government without any indication of what the occupancy policy is to be in the 
redeveloped housing. 

In Savannah, Ga., the local housing authority, through loans and_ subsidies 
from the Public Housing Administration, is clearing a site occupied by Negro 
families and will erect a federally subsidized public housing project from which 
Negro families otherwise eligible will be exeluded solely on account of their race. 
Under the FHA and VA programs, the Federal Government is issuing mortgage 
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insurance for the development of large-scale housing projects, usually in the 
suburbs or outlving sections of the city, from which otherwise eligible Negro 
families are being exeluded solely on aceount of race. 

Subsequent to the United States Supreme Court decisions in the racial restric- 
tive covenants cases, the Federal Housing Administration announced that it 
would not insure housing projects to be erected on land bearing racial covenants 
and would withdraw insurance in instances where the developer executed leases, 
conveyances, or other instruments carrying restrictions based upon race. 
Although this action was supposedly based upon the Court decisions, the FHA 
has apparently ignored the fact that these judicial decisions were based upon the 
14th amendment and section 42 of title 8 of the United States Code, because it 
still permits and encourages the building of private developments for whites only 

Further, the Department of Justice in its amicus curiae brief in the case of 
Shelley v. Kraemer, No. 72, Supreme Court of the United States, October 1947, 
stated: 

“The Government is of the view that judicial enforeement of racial restrictive 
covenants on real property is incompatible with the spirit and letter of the Con- 
stitution and laws of the United States. It is fundamental that no agency of 
Government should participate in any action which will result in depriving any 
person of essential rights because of race or color or creed.” 

In a decision on June 15, 1953 (Barrows et al. v. Jackson), the United States 
Supreme Court further safeguarded the rights of buyers and sellers of property 
by ruling that parties to a restrictive covenant may not be sued if they violate 
the covenant and sell to members of a proscribed racial or religious group. 

We hope that the Congress will support the high stand taken by the Court 
and prohibit segregation in the sale or rental of property built with the help of the 
Federal Government. 


STATEMENT OF HON. WRIGHT PATMAN, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF TEXAS 


Wuy Law Rerusine PayMEeNtT oF INTEREST ON DEMAND Deposits 
SHouLtp Bre CHANGED 


It is my suggestion that serious consideration should be given to 
changing this law and putting it back like it was so that banks can 
compete with one another in securing deposits from their customers. 

Although I have not thought the question through as much as I 
would like to, I can enumerate some of the reasons that cause me to 
have that belief. They are as follows: 

1. If depositors receive interest on their demand deposits in an 
inflationary period a person will come nearer keeping his money ia the 
bank and not spending it than he would if he did not receive any 
interest. 

2. A depositor could be induced to keep his money in the baak 
during an inflationary period by paying him a greater rate of terest. 

3. A depositor during a deflationary period could be induced to 
put his money to work instead of keeping it on deposit by lowering the 
amount of interest paid to him as a depositor. 

4. Depositors will be getting a fairer deal than at present when they 
are compelled to permit the use of their money free of charge and are 
not allowed to permit the beneficiary of the use of the money—the 
bank—to pay any sum whatsoever as compensation. 

5. It will relieve the banks of what representatives of the banks have 
always contended on other matters is regimentation; thereby making 
them less vulnerable before congressional committees when they so 
vigorously oppose regimentation as it applies to others. 
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6. It will relieve the banks of the charge of being inconsistent when 
opposing subsidies and special privileges for others by taking the 
subsidies and special privileges they are now receiving from the 
Federal Government and depositors away from themselves. 

7. The Federal Government, States, counties, cities, and political 
subdivisions will plan their deposits according to contracts, openly 
agreed upon, which will prevent special privileges and favoritism as is 
possible at present. 


RESERVES OF MEMBER BANKS NOT USED BY FEDERAL RESERVE BANK 


In an address before the 69th annual convention of the Texas 
Bankers Association at Houston, Tex., May 26, 1953, Mr. R. R. 
Gilbert, president of the Federal Reserve Bank of Dallas, now a mem- 
ber of the open markets committee, made the following statement 
in connection with the use of the reserves of member banks: 

Another point on which there is considerable misunderstanding is the question 
as to the source of funds which enables the Federal Reserve banks to purchase 
Government securities in the open market and to make loans and advances to 
their member banks. There are some even within the banking fraternity who 
seem to be of the opinion that the Federal Reserve banks use the funds of their 
member banks, i. e., member-bank reserves, for the purchase of securities or the 
making of loans and advances. I should like to emphasize that this is not so; 
the Federal Reserve banks do not use their member-bank reserves for the acqui- 
sition of assets. 

* * * * * * * 

The funds (reserves of member banks deposited with the Federal Reserve banks) 
thus made available can ultimately be used for only three principal purposes, i. e., 
(1) balances with Federal Reserve banks, (2) eurreney which can be issued by the 
Federal Reserve banks, and (3) gold to be shinped from the country to meet 
international payments. Thus, even though Federal Reserve banks held no 
member-bank reserve deposits, the Reserve banks could continue to acquire 
assets by issuing Federal Reserve notes. 

In a hearing before the Subcommittee on General Credit Control 

; 
and Debt Management of the Joint Committee on the Economic 
Report, of which I was chairman during the 82d Congress, on page 
795 the following colloquy took place between me and one who is often 
referred to as the world’s best expert on the Federal Reserve System, 
Dr. E. A. Goldenweiser. It is as follows: 

Representative Parman. The reason Task vou that question is that occasionally 
you will hear it said or see it in the press that the Federal Reserve banks are 
operating on the deposits of the commercial banks. Of course, that is certainly 
not true. 

Mr. GoLpeNweEtserR. That is correct, it is not true. 


These statements dispute Mr. Burns’ contention that the Federal 
Reserve banks use the reserves of member banks. 


COLLECTION OF CHECKS FOR FEDERAL RESERVE BANKS FOR COM- 
MERCIAL BANKS COST TAXPAYERS ABOUT $100 MILLION A YEAR 


In the Federal Reserve Act, section 16, paragraph 14 (12 U.S.C. 
360), it is provided: 

The Board of Governors of the Federal Reserve System shall by rule fix * * * 
the charge which may be imposed for the service of clearing or collection ren- 
dered by the Federal Reserve banks. 


y 
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For a few vears there was a charge imposed which was a proper 
charge and in accordance with the Federal Reserve Act. It was 
finally discontinued agg, 038 The result is today there are fine 
Federal Reserve bank buildings all over the Nation used prin- 
cipally for the collection and clearance of checks for privately owned 
commercial banks. The services performed by the Federal Reserve 
banks for the privately owned commercial banks without any cost 
whatsoever include check collection comprising recei\ ing, handling, 
and forwarding cheeks for collection and credit; supplying currency 
and coin, ine luding shipping charges on currencey and coin to and 
from member banks (this service alone lust vear was $14,600,000) ; 
and other services that are not reimbursable. 

The Federal Reserve banks site services for the Government, 
but every vear these Federal Reserve banks have consistently re- 
quired the Government agencies to Man for these services. 

During a vear 1952 the total expenses of the 12 Federal Reserve 
banks were $125,171,030. These expenses were for all practical 
purposes vs id out of the Treasury of the United States and resulted 
in a charge against the taxpayers for that amount. Although it is 
hidden and concealed by indirect transactions involving the trading 
of printed money which the 12 banks have access to for United 
States Government interest-bearing securities, holding the security, 
collecting and using the interest thereon it was paid out of pub- 
lie funds. 

I am inserting herewith a statement concerning reimbursable 
expenses as furnished by the Board of Governors. 


Detail of reimbursable expenses 


Reimbursement from 
Treasury Depariment— 


Publie debt $15, 439, 636 
Withheld taxes 681, 280 
Other ! 105, 118 
Subtotal 14, 226, 034 
Post Office Department (handling money orders) 1, 336, 091 
Other Government departments and agencies 1, 123, 665 
Total fiscal ageney reimbursable 16, 685, 790 
Other reimbursements account of — 
Cafeteria receipts 1, 279, 137 
Rent (tenants) So4, 144 
Wrapped coin 423, 957 
Interbank expenses (reimbursement to New York by other 
Federal Reserve banks for handline Foreign aeeounts and 
for expenses of the retirement system office) 383, 691 
Foreign banks and governments 89, 752 
MiseeHaneous 2 720, 468 
! Principally expenses incurred by Federal Reserve Bank of New York for activities performed in con- 
nection with the Stabilization Pu nd established by the Gold Rese 1934, as amended. Also in- 
cludes expenses of the Treasury Department program of reporting ! urrency transactions 
2 Includes charges for leased wire service, charges to nonmember banks and others in connection with 
currency and security shipments, sale of monthly letters, sale of waste paper, ete. 


It will be noticed that the Treasury Cicehiatei reimbursed the 
Federal Reserve banks by over 514 million last vear; the Post Office 
Depariment by over a million dollars; aud other Government depart- 


| 
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ments by over a million dollars. However, do not overlook the fact 
that while Government agencies were being charged for services 
rendered by these 12 Federal Reserve banks the privately owned 
commercial banks were not paying anything for that service at all. 

In the item referred to as “other reimbursements account of—cafe- 
teria receipts, $1,279,137,” the report of the Federal Reserve Board 
fails to disclose a very important and significant faet concerning this 
transaction. The truth is during the vear 1952, the cafeteria expenses, 
which, of course, include dining room, lunch room, and all other 
expenses in connection with the serving of meals in these Federal 
Reserve banks and their branches, amounted to $2,342,329. The 
reimbursement mentioned reduces the net expenses absorbed by the 
banks to $1,063,189. In other words, the taxpayers assumed and 
paid 45.4 percent of the cost of every meal served by these Federal 
Reserve banks and their branches during 1952. 

This does not include a similar expense here in Washington, D. C., 
by the Board of Governors wherein the taxpayers assumed and paid 
36.1 percent of the cest of all the meals served in the eating places of 
the Board of Governors here in Washington. 

Certain questions should be asked about what duties the presidents 
of these 12 Federal Reserve banks and other officers performed for 
the Government. (Remember, this is not referring to the Board of 
Governors here in Washington; it is only referring to the 12 ederal 
Reserve banks and their branches. The presidents of these banks 
receive $25,000 a year—except in Chicago, $35,000; and in New York, 
$50,000—paid out of the same fund that the cafeteria deficiency is 
paid and the same fund that the $100 million subsidy is paid to the 
privately owned commercial banks for clearing and collecting checks 
and related services.) 

The principal powers of the Federal Reserve System are determining 
and fixing discount rates, open market operations, changing member 
banks reserve requirements, and adjusting margin requirements on 
security loans. These are the 4 principal powers of the Federal Reserve 
System; each of these powers is performed by the Board of Governors 
of the Federal Reserve System, and the local presidents and directors 
of the 12 regional Federal Reserve banks have no effective power or 
control over them whatsoever. (One power—the open markets oper- 
ation—is performed by the Federal Open Markets Committee, but a 
majority of this committee is represented by the Board of Governors.) 

So the question is, what do the 12 Federal Reserve bank officers do 
to earn their money? 


NO AUDITS MADE PUBLIC IN 40 YEARS 


Of course, we do not know all about the Federal Reserve System; it 
is a sort of a Kremlin of its own. 

The Board of Governors had never had an independent audit during 
the almost 40 years of its existence until I raised the question less 
than 2 years ago. 

The audit was made, but has been kept concealed. It has not been 
filed with the Banking and Currency Committee of either the House 
or Senate or any other place where it is subject to inspection by a 
Member of Congress. 
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The 12 Federal Reserve banks have been audited every year by 
auditors of their own choosing for the last 40 years. Even these 
auditors would, doubtless, make recommendations and offer criticisms 
which could conceivably be of help to the Congress in passing legisla- 
tion concerning bank and monetary matters, but not one of these 
audits covering any one of these banks has ever been filed with the 
Banking and Currency Committee of either the House or Senate or 
filed at any place where a Member of Congress would have an oppor- 
tunity to inspect it. 

So for 40 vears this has been a self-administered system. Any 
charges of misconduct, embezzlement, or any other misbehavior or 
unlawful acts, if committed, were handled and disposed of within the 
Federal Reserve System. None of them—if any occurred—have 
ever been made public. If the law of averages applies to the 20,000 
officers and employees of the System, some act of mniseconduct evidently 
occurred. The point is—secreey—tell Congress nothing. 


